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THE INSURANCE CURRICULUM 
Harry J. Loman 
University of Pennsylvania 


A recent study ' of collegiate insurance 
education shows that from the academic 
year 1947-1948 to 1956-1957, there have 
been increases of 97.2 per cent in the 
number of institutions offering insurance 
instruction, 97.7 per cent in courses, 84.5 
per cent in student hours, and 88.6 per 
cent in the number of teachers (full-time 
college teachers, whether or not all of 
their time is devoted to insurance). 

If the figures indicated above could 
be regarded as an accurate measure of 
the internal demand and the increased 
acceptance of insurance as an essential 
subject in college curricula, it should be 
a source of great satisfaction to all per- 
sons interested in insurance education. 
However, a realistic appraisal probably 
would indicate that much of the increase 
was not self-generated but is to a signi- 
ficant extent a response to the stimulation 
supplied directly or indirectly by the in- 
surance business. The author is not criti- 
cal of this kind of stimulus because ex- 
ternal forces are usually necessary to 
spark educational growth and develop- 
ment. 

The implied skepticism concerning the 
full significance of the favorable growth 
figures seems justified by the following 
concurrent conditions and observations: 


(1) Although the number of insurance 
courses has increased greatly, there has 
been no discernible trend toward mak- 
ing insurance a “core” course. 

1 Ericson, William A. and Norton, John H., 
College and University Courses in Insurance 


(Philadelphia: The S. S. Huebner Foundation 
for Insurance Education, 1958). 


(1) 


(2) The expansion has consisted pri- 
marily of additional elective courses. 

(3) Few departments of insurance 
have been created. 

(4) Provision for “majors” or “areas of 
concentration” in the study of insurance 
has not increased in proportion to the in- 
crease in courses, student hours, and 
teachers. 

(5) Instead of autonomy, insurance in- 
struction ordinarily has been attached to 
some other subject matter area such as 
finance. 

(6) In academic circles insurance 
courses are classed in the “fringe” cate- 
gory. 

(7) The use of the word “insurance” 
as part of the academic title of the 
teacher has had limited expansion. 


All of this means that one must search 
beneath the surface to ascertain the na- 
ture of the obstacles and handicaps which 
seem to have retarded the attainment 
of full academic status for insurance. 
Among the deterrent factors are the fol- 
lowing: 

(1) Deans and other academic col- 
leagues have not been impressed that in- 
surance is a distinctive and basic dis- 
cipline with a substantial body of knowl- 
edge essential to an understanding of the 
functioning of the economy (it is well 
known that economists have never thor- 
oughly understood the nature of risk 
and consequently have not given it de- 
served consideration ). 

(2) Insurance courses have been in- 
dustry-oriented. 
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(3) Many of the teachable principles 
applied in insurance are not unique to 
insurance but have been derived or bor- 
rowed from other fields. 

(4) The courses are overly technical 
and burdened with detail of a nonperma- 
nent character. 

(5) There is a tendency for the course 
material to partake too much of a voca- 
tional nature. 

(6) Teachers tend to proliferate 
courses beyond reason. 

(7) There is a limited supply of quali- 
fied college insurance teachers. 


Irrespective of their merit, the extent 
to which these reasons and conditions 
can be mitigated and eliminated will de- 
termine the eventual place of insurance 
in collegiate education. 


Need for Immediate Action 


There is an urgent need to offset the 
above deterrents if insurance is to be 
given a permanent and prominent role 
in collegiate curricula. All teachers are 
aware of the curriculum ferment that is 
current on campuses. The Arden House 
Conference on Professional Education 
for Business, held in October, 1955, and 
the several foundation studies of business 
education now in process have stirred a 
reexamination of business administra- 
tion curricula that will have extensive, 
if not revolutionary, effects. 

It was suggested at the Arden House 
Conference that each school should de- 
fine its own specific goals and then form- 
ulate educational and research programs 


consistent with its aims. However, the 


invitation to individualism was qualified 
with this statement, “even though the 
programs may differ, all schools of busi- 
ness administration should have unifying 
objectives.” A further qualification was 
that the unifying objective is “emphasis 
on the administrative and ‘managerial 
process-decision making’ in the area of 
business operations.” 


It is necessary for a college of business 
administration to provide instruction in a 
distinctive body of knowledge in order 
to justify separate existence in the world 
of academic affairs. Apparently the “ad- 
ministrative and ‘managerial process-de- 
cision making’ in business operations” is 
to be used as the unifying and distinctive 
body of knowledge. It now seems appar- 
ent that this will be done without the 
benefit of a thorough going analysis of 
the distinctive contribution of business 
education which should be ascertained 
through application of the techniques of 
market analysis, operations research, and 
product design which business adminis- 
tration faculty members teach and apply 
so successfully to business enterprises. 

Needless to say, not all schools will 
make major curriculum changes in the 
near future, but many will undoubtedly 
undergo substantial changes. Even 
though the members of the American As- 
sociation of Collegiate Schools of Busi- 
ness are the principal schools where the 
pressure for change will be significant, 
the impact of the actions of the leading 
schools will have a marked, even though 
delayed, effect on many of the non-mem- 
ber schools. Therefore, insurance teach- 
ers must be prepared to meet with cur- 
riculum committees and explain their 
case if insurance is to avoid being con- 
signed indefinitely to a minor league 
status. 


Likely Characteristics of 
Curriculum Revisions 
In order to prepare to meet an impend- 
ing curriculum overhauling, it may be 
helpful to summarize the characteristics 
of the proposals that have been spring- 
ing up here and there: 


(1) As inferred earlier, there will be 
increased emphasis on management and 
decision making; and this will probably 
be the theme of many courses. 

(2) The absolute number of courses 
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will be reduced, and the credit hours for 
surviving and new courses will be in- 
creased. 

(3) Courses will have a broad base; 
and increased emphasis will be placed on 
the theoretical, philosophical, and con- 
ceptual. 

(4) The content of courses will be 
tested in terms of its permanent value. 

(5) There will be less emphasis on 
preparing a person for any particular area 
of business. 

(6) Factual, descriptive, procedural, 
and vocationally-tinged courses will be 
-curtailed—the emphasis will be on de- 
velopment of reasoning power. 

(7) Courses will be taught in relation- 
ship to other fields and not as completely 
self-contained units. 

(8) There will be more courses of the 
unifying, integrating, and coordinating 
type. 

Every subject now taught in a school 
of business administration will be re-ap- 
praised. Insurance must be ready for this 
challenge. 


Possible Ways to Meet the Challenge 


Any program to improve the status of 
insurance in a college curriculum must 
at the very least offer answers to the 
criticisms and observations above. This 
is not a one-man job. All teachers of in- 
surance undoubtedly have proposals and 
answers to many of the adverse state- 
ments previously cited. By some process 
these thoughts should be marshalled. The 
membership of this Association, under 
the guidance of the leaders of several task 
forces that would give special study to 
the respective issues, could well afford to 
spend a full day in open forum discussing 
the whole problem. Such a process is time 
consuming and there is much to do. 
Therefore, in this paper, the author will 
make a start by indicating some of the 
routes by which insurance might achieve 
superior status. 

The criticisms listed earlier suggest at 
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least some features of the approach which 
should be made to meet the challenge. 

Each insurance course now offered or 
proposed should be carefully checked to 
ascertain in what respects it is vulnerable 
to the various criticisms. It should then 
be convincingly defended or altered ac- 
cordingly. For example, if the traditional 
breakdown of life and property insurance 
is being followed, it probably means the 
courses are industry-oriented. Inasmuch 
as most of the available literature has an 
industry focus, any immediate alternative 
might be handicapped by a serious lack 
of adequate teaching materials. Never- 
theless, the objection to “industry orienta- 
tion” is not likely to be met without 
changing to another approach, such as 
the institutional and functional. This 
seems the absolute minimum if one 
wishes to receive sympathetic considera- 
tion from a curriculum committee that 
has been charged with the responsibility 
of modernizing the offerings of a school 
of business administration. 

Materials of permanent value should 
be sifted from the transient. Unless it 
can be shown that the subject matter has 
a proven basic and presumably perma- 
nent value, it will not survive a thorough 
curriculum revision. This means that any- 
thing of an obviously temporary or rou- 
tine nature must be eliminated, except 
for purposes of illustration. 

In a number of institutions insurance 
courses have been added until the accusa- 
tion of proliferation is deserved. Consoli- 
dation of course materials on an institu- 
tional or functional basis seems to be the 
best answer to this charge, especially 
since the educational desirability of keep- 
ing the number of courses at a minimum 
has gained wide acceptance. 

Procedural details and excessive tech- 
nicalities should be reduced or elimi- 
nated. 

Of major importance in meeting rig- 
orous curriculum demands is that the 
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course treat its relationship to, and im- 
pact on other areas of study. Most cer- 
tainly insurance can and should comply 
with this demand. Any course which em- 
phasizes the interrelationships of insur- 
ance and the diverse phases of economic 
endeavor could include the decision- 
making qualities and implications that 
would enable it to conform to the wishes 
of the most critical curriculum revision- 
ists. For this reason the author shall sub- 
mit a description of a course designed to 
fit into the managerial decision-making 
oriented curriculum. 

With respect to the course description 
which follows, these observations, quali- 
fications, and limitations must be consid- 
ered: 

(1) The course is designed primarily 
for use in a four-year undergraduate 
school that avoids preparing its students 
for business careers in any one specific or 
specialized field. 

(2) It is pitched at the senior level of 
an undergraduate college of business ad- 
ministration, although it could also be 
used in the first year of a graduate pro- 
fessional school. Additional instruction 
in insurance would be needed by the per- 
sons being prepared for careers in this 
specific field, such as through courses 
in a graduate professional school or eve- 
ning college or through supervised in- 
terneships in the business. 

(3) Commonly-accepted definitions of 
insurance must be broadened to provide 
a satisfactory base. Such a definition as, 
“Insurance is a device for the reduction 
of uncertainty of one party, called the in- 


sured, through the transfer of particular 


risks to another party, called the insurer, 
who offers restoration, at least in part, of 
economic losses suffered by the in- 
sured,” * is consistent with the industry 
orientation mentioned above. 


The substitute definition should be less 


2 Pfeffer, Irving, Insurance and Economic 
Theory (Homewood: Richard D. Irvin Co., 
1956). 


mechanistic and more conceptual. It 
might be, “Insurance is a means of reduc- 
ing uncertainty with respect to personal 
and business affairs.” Probably this will 
strike the reader as too broad because it 
includes avoidance and prevention as 
well as transfer of all kinds of business 
and personal risks, irrespective of insur- 
ability. This breadth is intentional be- 
cause a comprehensive definition of insur- 
ance is essential to the course to be sug- 
gested. 

(4) It is asserted that persons who are 
entering the advising, counseling, and 
other service areas of business require at 
least as much, if not more, knowledge 
and decision-making capacity as the aver- 
age business manager. It is also pre- 
sumed that the trend toward “manage- 
ment emphasis” previously mentioned 
was not intended to preclude these areas. 


Proposed Integration Type Course 

All teachers of insurance are aware that 
the industry-oriented insurance courses 
typical of insurance instruction have been 
criticised for not giving adequate treat- 
ment of insurance in terms of the philo- 
sophical, behavioristic, and economic sig- 
nificance of “uncertainty.” In the normal 
course of human and business affairs, if 
there is any single factor that is more per- 
vasive and at the same time more impor- 
tant than the element of uncertainty, it 
does not seem to have been clearly identi- 
fied. If there is a single element that af- 
fects, and frequently dominates, decision- 
making to a greater extent, it has not been 
recognized. Its impact on and its inter- 
relationships with other substantive fields 
of economic and social activity run the 
full gamut of one’s imagination. More- 
over, the world of business and social af- 
fairs has devised and continues to de- 
velop ways and means of dealing with 
uncertainty. Here then are the potential 
elements for an integrating, unifying, and 
coordinating type of course in insurance. 


The central focus of the proposed 
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course would be on the role of insurance 
in economic and social affairs. This would 
include providing the student with an un- 
derstanding of risk and uncertainty and 
their impact on personal and business af- 
fairs; the nature of the insurance methods 
that have been developed to treat these 
risks; and the limitations of these meth- 
ods, together with the alternatives. Al- 
though a review of the economic char- 
acteristics and effects of insurance would 
predominate in this proposed treatment, 
a substantial and distinctive portion of 
the course would be devoted to consider- 
ing the relationships of other subjects of 
decision-making importance to risk and 
uncertainty. 

Since the “interrelationship” proposal 
differs from the usual methods of giving 
insurance instruction, a few illustrations 
of how other subject matter areas could 
be interrelated might be helpful. 

The casual manner in which the para- 
lyzing effect of worry and fear are ordi- 
narily handled is well known. This is the 
psychological basis for insurance, and the 
psychological aspects of risk and un- 
certainty need to be considered more 
fully. This analysis should embrace hu- 
man responses to different kinds and 
varying degrees of uncertainty and the 
relationship of insurance to other areas of 
the behavioristic sciences. 

The relationship of insurance to the 
law and legal institutions should be ex- 
amined. This would include a study of 
the legal doctrines and principles that 
have been an integral part of the develop- 
ment of the institution of insurance, and 
at the same time it would show how in- 
surance has helped to provide these doc- 
trines with legal vitality and meaning. 
Specific examples would include the use 
of the doctrine of proximate cause to fix 
responsibility and liability under insur- 
ance contracts; the manner in which the 
insurance principle of indemnity and the 
legal measure of damages have given 
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meaning and significance to each other; 
and how under tort law the legal duties 
and _ responsibilities between strangers 
have developed. 

It is obvious that risk and uncertainty 
have a financial impact on business and 
personal affairs. Since finance is the area 
in which the impact is most readily meas- 
ured and translated into easily understood 
financial terms, it has been sufficient cause 
for many schools to regard insurance as 
a subdivision of finance. Insurance as 
now conducted has a profound influence 
on the volume of savings, as evidenced 
by the ratio of the assets of insurance 
companies to the aggregate assets of all 
financial intermediaries with savings as 
a main characteristic. The management 
of these insurance organizations directs a 
significant portion of the flow of savings 
into various parts of the economy. Also 
the operations of the insurance institution 
affect and are affected by the price of 
money, and they play an important role 
in the credit field. 

Mathematies and statistics are extens- 
ively used for insurance purposes. Actu- 
arial science is perhaps the best illustra- 
tion of the use of mathematics to provide 
insurance with a sufficiently accurate 
measurement of risk to make underwrit- 
ing financially equitable and feasible. 

Engineering, chemistry, and physics 
have much to contribute to the area of 
uncertainty with respect to physical ex- 
posures. The interrelationships between 
engineering, loss prevention, insurable 
hazards, and rate making are infinite. The 
biological and medical sciences have 
greatly influenced the nature and extent 
of personal risks pertaining to life and 
health. In turn, insurance has greatly 
stimulated research in these fields. 

The history of insurance is closely in- 
terwoven with the history of international 
commerce, and the success or failure of 
many of the early attempts to pioneer 
international trade in various parts of the 
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world were resolved by the ability or in- 
ability to apply fundamental insurance 
principles. The rate of growth in many 
geographical areas of the world has been 
affected in a like manner. Risk and un- 
certainty and their methods of treatment 
have similarly affected industrial and 
commercial development of all kinds. 

Regulation of insurance by the several 
states as an economic activity contains 
nearly every kind of problem that is en- 
countered in government regulation of 
business. Insurance also has some unique 
ramifications in the field of Federal regu- 
lation. 

Since protection in the form of insur- 
ance contracts has been highly developed 
by private enterprise and the contracts 
have been designed to meet all kinds of 
situations in personal and business affairs, 
it has been necessary to use a wide variety 
of marketing techniques to bring the in- 
surer and the insured together. Insurance 
management of the future will need a 
better understanding of this subject than 
heretofore. 

The list seems endless, and each sub- 
division requires a certain amount of spe- 
cial knowledge. A teacher in a school of 
business administration could not pos- 
sibly be an expert in all these specialties. 
However, the insurance teacher (perhaps 
a superman ) should have sufficient knowl- 
edge of these various subject matter 
areas to coordinate the course. 

Experience with teaching through the 
integrating technique is limited, and some 
cautionary advice seems appropriate. The 
teaching materials should be assembled 


and organized in consultation with spe-— 


cialists from various fields. Some collab- 
oration is likely to be needed in doing the 
teaching job, and the course should be on 
an experimental basis the first time it is 
offered. 

The reasons for feeling that insurance 
rates well as an integrating type of course 
are as follows: 


(1) The pervasiveness of risk and un- 
certainty in personal and business affairs; 

(2) Theabsolute importance to human 
existence of risk and uncertainty and the 
methods of treating them; 

(3) The relatively advanced stage of 
development of insurance; and 

(4) The large number of well-de- 
veloped subject areas with which risk and 
uncertainty have proven and established 
interrelationships. 


Insofar as business administration edu- 
cation is concerned, insurance possesses 
greater integration and coordinating pos- 
sibilities with more fields of knowledge 
than other similar subjects. Thus far most 
of the suggested courses of the integrat- 
ing type would integrate broad areas of 
knowledge. Although the integrating 
technique has excellent educational pos- 
sibilities, if it were applied in this manner 
it may merely prolong sophomoric tend- 
encies to pontificate in general. A more 
promising and productive use, especially 
in a school of business administration, 
would be its application to a body of 
knowledge of more evident use and inter- 
est to the student. He would respond 
better to interrelationships of this kind, 
and their decision-making importance 
would be more realistic to him. 

The obvious question to ask at this 
point is: Will such a course prepare indi- 
viduals to enter the insurance business? 
The principal point the author would like 
to emphasize is that even if the scope and 
depth did not prepare a student for spe- 
cific duties, he would nevertheless have 
obtained a breadth of comprehension that 
should serve as an excellent basis for 
further study and development. Thus, he 
would be better prepared to become a 
risk analyst (which should be the end ob- 
jective insofar as insurance majors are 
concerned) than is possible under the 
present system. Moreover, this type of 
course opens vistas far beyond the cus- 
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tomary insurance course and should ex- 
cite the interest of high quality students 
to seek careers in this field. If the latter 
should occur, it might reduce the ratio of 
those who prepare to enter insurance 
primarily because of connections, family, 
and otherwise. 

Another question: Does the foregoing 
imply that colleges and universities will 
cease eventually to prepare their gradu- 
ates to enter a specific area of business 
such as insurance? Definitely no, but it 
does imply that some institutions may 
change their methods and the instruc- 
tional divisions to which certain kinds of 
subjects will be assigned. To be more 
specific, it is not expected that the ma- 
jority of even the member schools of the 
American Association of Collegiate 
Schools of Business will completely 
abandon their emphasis on preparing per- 
sons for specific careers in the various 
areas of business. There is still a strong 
demand for the 4-year undergraduate 
school to provide this kind of instruction, 
as well as the more general; and it is 
going to be fulfilled by some member 
schools and many non-member schools. 
It also seems probable that the under- 
graduate schools which adopt the broad 
spectrum approach for undergraduates 
will at the same time provide additional 
instruction beyond the fourth year to en- 
able their graduates to become familiar 
with the more complex technicalities of 
a specialized field. In other words, in 
some cases this latter phase of education 
may be transferred to graduate profes- 
sional schools; or supervised interneships 
in the business may be developed. 

For many other persons, including 
those who are graduates of liberal arts 
colleges, it seems likely that the evening 
college will continue to expand its offer- 
ings until it fulfills the needs of adults 
who have not previously acquired the 


necessary knowledge to give them compe- 
tence in certain business-career areas. In 
fact, in the years to come this division of 
educational development may be the 
major source of instruction in technical 
and specialized career-type subjects. 
Also, other educational innovations and 
combinations may assume some of these 
responsibilities. In any event, there is 
one thing about which one can be sure, 
namely, that the ground swell of demand 
for education in insurance and other so- 
called “applied” business fields will not 
be ignored. 

Irrespective of the various possible pat- 
terns of education for business which 
may evolve in the future, the time is ripe 
for the institution of insurance to take 
the initiative in asserting its status. Too 
long it has not taken positive action to 
destroy the erroneous impression that it is 
limited to a series of contracts providing 
indemnity for a limited list of insurable 
hazards. The assumed and sometimes al- 
leged horizons and services have been far 
too narrow, myopic, and inaccurate. Too 
long insurance has been content to be 
known as the handmaiden of commerce. 
Too long it has allowed itself to be in the 
position of the indispensable auxiliary of 
other important areas of economic activ- 
ity and learning. (The American Bar 
Association has an insurance legal section, 
the American Finance Association has a 
special subdivision for insurance, and the 
American Management Association has 
an insurance section.) Insurance should 
speak for itself and secure recognition for 
its own unity, central function, and com- 
mon denominator characteristics. The 
proposed integrating type of course is one 
attempt in this direction and is intended 
to prevent insurance (the reduction of 
uncertainty) from being drowned in the 
coming wave of “management decision- 
making” courses. 
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RISK AS A SPECIAL SUBJECT OF STUDY 


H. BLANCHARD 


It is unnecessary for readers of this 
article to demonstrate the pervasiveness 
of risk (the term is used in the sense of 
uncertainty). And the writer has sought 
elsewhere to draw a distinction between 
“risk that is incurred by the individual or 
the business concern in the hope of re- 
ward and risk that is incidental to other 
activities or relationships.” It is this lat- 
ter category of risk that seems to the 
author to be worthy of special study and 
special courses, particularly in schools of 
business. 

A corporation whose activities are con- 
fined to a single location invests funds in 
buildings, machinery, and distribution 
facilities. If its judgment is accurate, the 
operation of its plant will yield a profit; 
if faulty, a loss. The mere existence and 
ownership of its plant intact will yield 
no profit, though it presents the possibil- 
ity of loss by partial damage or total 
destruction. Operation of the plant may, 
in addition to producing goods or serv- 
ices, entail liability to members of the 
public for damages. And the financial loss 
due to these incidental occurrences may 
cut into, or overbalance, profit; it may 
put the firm out of business. 

Is the problem of these incidental risks 
(with which the remainder of this paper 
is concerned) sufficiently specialized and 
sufficiently complicated and difficult to 
demand specialized, first-rate managerial 
competence? The writer believes that it 
is, and business is increasingly eonfirming 
this view. 


Risk Management in Industry 
Prior to the 1930's, risk management 


appears to have been an unknown term. 
The function of the risk manager was 
only a vague concept; there is still no 
official of a business who, to the author’s 
knowledge, is so designated. But, with 
some variations of jurisdiction, the risk 
manager now exists, though he may be 
called “insurance manager,” “assistant 
treasurer,” or what not. In fact, he has 
become an important part of manage- 
ment, although not generally one of the 
group known as “top management.” 

If the risk manager is given jurisdiction 
over the entire risk problem, of what will 
his duties consist? First, he will be con- 
cerned with determination and analysis 
of the risks to which his organization is 
subject; second, he will study the impact 
of the possible losses arising from these 
risks; third, he will consider and effectu- 
ate all practical prevention of loss; fourth, 
he will recommend or arrange financial 
measures to meet losses; fifth, he will 
keep such records, accounting and sta- 
tistical, as may be serviceable in operat- 
ing his department. 

In fact, the complete job is sometimes 
split up, though not necessarily for sound 
organizational reasons, among two or 
more functionaries. To the extent that 
this is done it is difficult to achieve proper 
relationships between policies and activ- 
ities that should fit closely and work to- 
gether. 

Worse than dividing the risk problem 
among individuals, each of whom is con- 
cerned with a part of it, is leaving it 
wholly or in large part with each division 
of the organization; and this for two rea- 
sons. Each division is so concerned with, 


(8) 


Roe 


and so steeped in, its primary problems 
that the risk problem is not sufficiently 
clear or compelling. One division may 
be so interested in storage space and ef- 
ficient handling that it will pay little at- 
tention to the hazards of fire in large con- 
nected spaces or in tall stacks of material. 
Another, anxious to provide uninterrupted 
assembly lines, may disregard fire stops. 
Still another will avoid the enforcement 
of rules that might interfere with produc- 
tion but would prevent accidents. Sec- 
ond, any one division is unlikely to under- 
stand how its peculiar risk problem fits 
into the overall problem of the organiza- 
tion. 

An unfortunate aspect of the develop- 
ment of interest in risk is that it has to 
such an extent proceeded from an interest 
in insurance. It has often not been rea- 
lized that the overall problem is risk and 
that insurance is one, though it may be 
the most important, contributor to solu- 
tion of the probelm. This has been a 
natural development. The early insurers 
covered such spectacular causes of loss 
as those arising from marine disasters and 
from fire. Later, insurance responded to 
the special need created by the passage 
of employers’ liability and workmen's 
compensation laws which introduced a 
new risk of considerable potential. And 
so with other individual hazards; either 
some bright insurance man developed a 
cover, possible insureds awoke to a dan- 
ger, or selling techniques were brought 
effectively to bear. 

But all this did not represent consider- 
ation and attempted solution of the broad 
problem of risk. It was only with the ad- 
vent of a few risk managers that risk was 
attacked as a whole by persons primarily 
interested in it who could allocate their 
attention to analysis, prevention, absorp- 
tion, or indemnification. 

Some time ago a letter was addressed 
to the dean of one of the leading schools 
of business in the United States to ask 
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what attention his institution gave to “in- 
surance.” (It would have been quite out 
of order to inquire about “risk” ). His first 
reply suggested that such an inquiry war- 
ranted no detailed consideration. Upon 
being pressed he stated that he had con- 
sulted several of his faculty who were in 
charge of individual subjects and that in 
each case they considered any insurance 
question when it came up. One wonders 
whether insurance, and much less the 
basic problem of risk, was adequately 
dealt with. 

Examples could be multiplied to show 
the illiteracy of business executives and 
members of business faculties in the sub- 
ject of risk and insurance. The subject 
demands command of a special body of 
knowledge and of a special approach to 
its problems. 

That inroads have been made on what 
was pretty general illiteracy in business is 
evidenced by the assignment of this spe- 
cialized subject to full-time “managers” 
by an increasing number of corporations 
that are recognized for high standards of 
management. The following quotation, 
substituting “risk” for insurance and “bus- 
iness” for “physical plant,” and inserting 
“needed” before “indemnification,” indi- 
cates the typical attitude of present-day 
thinking management: 

Forward-looking management has long 
since come to look upon insurance [risk] 
as a specialized field far beyond the rou- 
tine purchase of policies of indemnifica- 
tion. The concept of assigning the func- 
tions of insurance management to an already 
over-burdened company official, such as the 
secretary, treasurer, or controller, is today 
just as far-fetched as would be the assign- 
ing of the legal or operating functions of 
the company to these same officials. Today, 
we thus have the full-time insurance execu- 
tive heading a separate department in the 
corporate structure—a specialist to whom 
management can look for the analysis of 
1 Liversidge, H. P., “What Management Ex- 

pects from an Insurance Department,” Insurance 
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risks to which its company’s physical plant 
[business] is exposed, the selection of 
methods through which these risks may be 
reduced or eliminated, and the procure- 
ment of such insurance contracts as will 
provide [needed] indemnification in the 
event these risks result in financial loss. 


The following three examples? of ac- 
tual risk situations discovered by compe- 
tent overall risk analysis, and of the cor- 
rective actions taken, will serve to illus- 
trate these points: 

It was discovered that the plant of the 
supplier of one of the vital parts of an elec- 
tronic device had no automatic-sprinkler 
system or other effective fire protection. 
The supplier was induced to equip his 
plant with proper protection, reducing the 
manufacturer’s risk of business interruption 
and incidentally resulting in a good return 
to the supplier on his investment, in the 
form of reduced insurance rates. 

During the recent newspaper strike in 
New York a corporation undertook to dis- 
tribute its own free news sheet to its cus- 
tomers. Only at the last moment was it 


realized that it might become involved in . 


claims for damages alleging such torts as 
libel or violation of copyright. Adequate 
insurance coverage was obtained. 

One of the vital parts of an assembly was 
produced by the use of a complicated die, 
reproduction of which would require eight 
weeks, and only one die was in existence. 
Arrangements were made to build up a re- 
serve supply of the part, and a second die 
was 


The first step in organizing risk man- 
agers for discussion of risk problems was 
the formation, in 1931, of the Insurance 
Division of the American Management 
Association. While membership in the 
Division was open to all persons inter- 
ested in insurance, its raison détre is the 
risk manager, and its activities are di- 
rected toward the solution of his prob- 
lems. In 1932 Insurance Buyers of New 
York was organized, with members drawn 
entirely from the ranks of risk managers, 
though its name was a sad commentary 

2 Courtesy of Henry Anderson, Insurance Man- 
ager, -Paramount Thea- 
tres, Inc. 


on the actual functions of many such 
“managers.” This group was reorganized 
as Risk Research Institute, Inc. in 1935 
and made an abortive attempt to become 
a national organization. 

A now solidly established national or- 
ganization, the American Society of In- 
surance Management, Inc., was founded 
in 1950 as the National Insurance Buyers 
Association. While its title suggests an 
insurance group, its activities have been 
increasingly directed toward risk man- 
agement. Risk* Research Institute was 
terminated, and the New York group be- 
came the New York Chapter of the Na- 
tional Association and later of the Ameri- 
can Society, of which there are now 18 
chapters well scattered over the country.‘ 
In addition there are 3 unaffiliated 
groups. Of these 21 groups, 3 were orig- 
inally form in the 1930's; 2 in the 40's; 
and the remainder, in the 50's. 

Risk and Insurance in the Curriculum 

During the academic year 1956-1957, 
493 colleges and universities were offer- 
ing “insurance” courses in one or more 
main areas of instruction, of which 398 
were “general or survey” courses. The 
total number of insurance courses of all 
sorts was 1,686.5 

In addition to; and in cooperation with, 
academic institutions, the insurance busi- 
ness is carrying on extensive educational 
and training activities. Among the prin- 
cipal organizations are The American In- 
stitute for Property and Liability Under- 
writers, the American College of Life Un- 
derwriters, the Society of Actuaries, the 
Casualty Actuarial Society, the Insurance 
Company Education Directors’ Society, 
the Institute of Life Insurance, the Insur- 

*The unique appearance of the word “risk” 
in the names of any of these organizations. 

* One of these chapters is in Montreal. 

5 Only summary figures are presented here 
since details and extended analyses are readily 
available in Ericson, William A., and Norton, 
John H., College and University Courses in In- 


surance (Philadelphia: The S. S. Huebner 
Foundation for Insurance Education, 1958). 
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ance Accounting and Statistical Associa- 
tion, the Insurance Institute of America, 
and local insurance societies in various 
cities. Many groups organized primarily 
for other purposes conduct incidental ed- 
ucational activities. 

These data, plus the widespread con- 
victions of persons who have given all or 
a large part of their time to the study of 
risk, seem to make a prima facie case for 
its treatment as a specialty. And if one 
considers the intricate and independent 
disciplines that have developed in an ef- 
fort to understand risk and to work out 
means of meeting it, what started as a 
prima facie case becomes a convincing 
one. 


There is good reason for the predomi- 
nance of the word “insurance” in the 
names of organizations and the titles of 
courses, though it often leads to too much 
concern with the technique of insurance, 
and often those who should be its analysts 
and critics become its votaries. It is 
mostly through an interest in insurance 
that the underlying problem of risk has 
been approached and that the basic ways 
of meeting it, with their infinite varia- 
tions, have come to be understood. 

The wealth of material — language, 
practices, data, laws, contracts, rules, 
doctrines, organizations —has bemused 
many a person into accumulating infor- 
mation and justifications into texts or lec- 
tures with little thought of what it is all 
about, of taking the mass apart and put- 
ting it together again to induce the appli- 
cation of reason. 

One of the outstanding difficulties in 
the way of the educator is the unfamiliar 
language and the highly abstract basis of 
much of the treatment of risk and insur- 
ance. Where one would prefer to dis- 
cuss ideas and take for granted a knowl- 
edge of language and practice, it becomes 
necessary to impart a factual background 
that looks suspiciously like training rather 
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than education. Even so, the importance 
of risk justifies the time and effort. One 
who has passed through a curriculum 
leading to a degree presumably indicat- 
ing that he has acquired an education in 
business should have experienced educa- 
tion in terms of risk and insurance. That 
subject is a unique discipline. It is one 
not acquired by incidental consideration 
in courses in banking, marketing, finance, 
or industrial relations, even though such 
courses may be offered by competent pro- 
fessionals in those fields. For confirma- 
tion, examine the references to risk and 
insurance in their text books; discuss 
with them the risks to which they and 
their fields are subject and what prin- 
ciples should be applied in dealing with 
them. 

Risk and insurance are of sufficient 
present and growing importance to make 
understanding of them essential as a part 
of a “business education.” Acquisition of 
that understanding is attainable only 
through specialized texts and instruction, 
and the unique and valuable discipline 
so acquired has ample general educa- 
tional justification. 

This discussion has been an argument 
only for the inclusion in business cur- 
ricula of specialized study of risk and 
insurance. As implied at the beginning, 
the subject, “risk,” is inclusive of insur- 
ance; but the wide use of the latter term 
seems to make it desirable specifically to 
include it in course titles. 


How far should a school go in develop- 
ing the study of this subject? Any at- 
tempted answer to that question is be- 
yond the scope of this paper. All that will 
be said here is that the same spirit should 
inform the treatment of an extensive in- 
surance program that should be found 
throughout the school curriculum—that 
of education in terms of the specialized 


subject. 
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A CHALLENGE TO AAUTI MEMBERS 


JoserH F. TRrosPER 


Southern Methodist University 


Basic research in insurance, like basic 
research in the physical sciences, pro- 
vides the foundation for advancement in 
practice. The purpose of this paper is 
to encourage the membership of The 
American Association of University 
Teachers of Insurance to begin thinking 
and inquiring along some lines which are 
vital to the uplifting of the quality of the 
organization. 

There is an abundance of teaching ma- 
terial which explains in a simple way the 
different types of risks and describes the 
ways in which the capitalistic system has 
dealt with those risks by itself or through 
government assistance, intervention, and 
compulsion. There is an even greater 
abundance of material describing how 
the insurance companies conduct their 
operations in protecting individuals and 
businesses against the few risks which 
meet what are currently considered to be 
the tests of insurability. The area of in- 
surance knowledge which has been ne- 
glected is more fundamental than a con- 
sideration of what is being insured and 
how insurance companies operate. 

Many have asked themselves: “What 
are the unique principles of insurance?” 
There are some who claim that there are 
no such principles, but that all principles 
of insurance have been borrowed from 
one or another of the established disci- 
plines. The author does not agree with 
this belief. It is true that a large num- 
ber of so-called insurance principles come 
for economics, statistics, sociology, po- 
litical science, and psychology; but it 
can be demonstrated that there are some 


principles unique to insurance. Is it par- 
ticularly important whether or not any 
insurance principles originated in this or 
that area? What one needs to think out 
and to know is the fundamental nature of 
the principles as they now pertain to in- 
surance. Only through a thorough ex- 
ploration of the fundamental nature and 
significance of insurance principles can 
one understand and explain fully the dy- 
namic potential of insurance as a business 
institution. 

Before the discussion proceeds further 
along the above lines, it would be wise 


. to define more exactly the purpose of this 


paper. The author is not particularly in- 
terested in whether insurance is a science, 
although a paper on that topic would un- 
doubtedly be enlightening. Furthermore, 
there is no pressing need to present an in- 
tegrated theory of risk and insurance. 
This does not mean that there is no need 
to try to develop this integrated theory 
—there is. It means merely that it is not 
necesary to theorize from an ivory tower 
in order to gain the respect of colleagues 
in other disciplines. Admittedly, an inte- 
grated insurance theory would do much 
for the prestige of insurance. However, 
let that happy day come when it may, be- 
cause it is not now in sight. The goals at 
this juncture should be much closer. An 
atempt should be made to organize the 
theoretical aspects of insurance in such 
a way that they may be more clearly 
taught in the class room. Only by a 
thorough understanding of all the inter- 
relationships of the principles of insur- 
ance will it be possible to explain prop- 
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erly the why of insurance principles and 
practices. Such an achievement would be 
a large step on the way toward an inte- 
grated theory, if there is one. 


Consideration of Principles 


Up to this point the words theory and 
principle have been used purposely as if 
their meanings are agreed upon by every- 
one.! That, of course, is far from the 
truth. It is at this point that the discus- 
sion of this paper returns to its main 
theme. A session of the AAUTI annual 
meeting should lead off with a discussion 
which, it is hoped, would achieve accep- 
table or working definitions of the terms 
theory, principle, and law. Acceptable 
definitions would make it possible to dis- 
tinguish between principles and prac- 
tices. There is an important difference 
between these two concepts. 


The author views a principle as a rule 
of behavior which carries with it an ex- 
planation of the likely consequence if it 
is violated. A complete explanation of a 
principle should also suggest precautions 
or protective measures which should be 
taken when that principle is violated in 
practice. The results of an insurance 
principle can be empirically demon- 
strated, and it can be logically explained 
in terms of the social sciences.? On the 
other hand, a practice, even though it 
may be fairly generally followed, does 
not have these characteristics. Its expla- 
nation is dependent upon the type of 
company organization or management 
policy rather than upon one or more of 
the social sciences. 

Once some acceptable distinctions be- 
tween principles and practices are de- 
veloped, the concepts to be taught in in- 
surance classes should be catalogued. 

1 The word principle as used in this paper in 
most instances is intended to be broad enough 
to include principle, theory, and law. 

? The writer is quite aware of the fact that 
many would disagree with this explanation of a 
principle. 
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Which ones are principles, theories, and 
laws; and which ones are practices? Cer- 
tainly, no one knows at present. If such a 
classification were developed it would be 
possible to make great strides toward a 
fuller explanation of the insurance me- 
chanism. 

Insurance principles are so interrelated 
that it is difficult to get over to the stu- 
dents the full meaning of one principle 
without their having an understanding 
of other principles which have not yet 
been explained. This is an old problem 
to a teacher; but it is important, none- 
theless, that it be tackled. In the basic 
course the author often spends a couple 
of class periods explaining some ten or 
twelve so-called principles. He has never 
been completely satisfied with the job he 
does. Some years he seems to do better 
than others. This, he used to think, de- 
pended upon the order in which these 
principles were studied. While undoubt- 
edly the sequence has something to do 
with it, he has for some time been con- 
vinced that the real problem is one of ig- 
norance. He knows of no single prin- 
ciple which is adequately explained in 
any text book. Where can one find an 
explanation of how important insurance 
concepts are tied together? The Associa- 
tion should devote a portion of its annual 
meetings to the problem of seeking out 
the full meaning, significance, and cross- 
relationships of the concepts which are 
now called principles and practices. 


It is not the purpose of this paper to do 
any of these things which are suggested. 
The purpose instead is to try to point out 
that there is a vast area which needs in- 
quiry by the Association members. These 
fundamental concepts can be properly 
developed only by careful research and 
much “intellectual exercise.” Any thought- 
provoking paper should also be discussed 
by a second or even a third person who 
has done equally intensive study of the 
subject. Much of the progress of the 
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social sciences has come about by one 
person writing “over his head” and by a 
second or third person straightening out 
the first person’s thoughts by picking his 
paper apart. This is the kind of thing 
that AAUTI members should be doing. 
Some obvious short-comings of insur- 
ance literature can be illustrated by a 
brief reference to one specific principle. 
All insurance instructors teach the de- 
ductible principle? Where can one find 
a complete explanation of how it affects 
all interested parties? When should the 
deductible principle be applied? What 
purpose does it accomplish from the 
standpoint of the insurer, of the insured, 
and of society? One of the purposes of 
the deductible is to eliminate small losses 
which can be more economically carried 
by the insured. However, this is only true 
when the nature of the risk is such that 
there are likely to be frequent small 
losses. Only then can there be a sub- 
stantial discount in premium by virtue of 


the deductible provision. The insured 


will surely relate the premium saving to 
the deductible and will not assume the 
small losses unless there is a worthwhile 
saving in premium. 

From the standpoint of the insurance 
company, does the insurer have the same 
reason for suggesting the deductible? Not 
at all. The objective of the insurance 
company is to do the largest amount of 
profitable business. This profitable busi- 
ness can come from premium dollars ac- 
cumulated to cover small losses as well as 
from dollars acquired for insuring against 
large losses. In fact, there are strong 
reasons for the company to want to cover 
small instead of large losses as long as 
they remain chance occurrences. The in- 
surance company is interested in the de- 
ductible from the standpoint of what it 
does to the rate only if the company as- 
sumes that the demand for the coverage 


3The fact that some members would deny 
that this is a principle is all the more proof of 
the difficulties of classification. 


in its given price range is relatively elas- 
tic. An inelastic demand would be a 
great deterrent to the introduction of the 
deductible into a contract. 

There are, of course, other reasons for 
the deductible. One purpose is that of 
eliminating from the coverage those losses 
which are sure to occur. In other words, 
the principle of chance occurrence is be- 
ing dealt with through the deductible 
principle. Another reason is the elimina- 
tion of the losses which do not seem to be 
insurable perils. To eliminate such losses 
by description would invite many dis- 
agreements after the loss occurs. Here 
the deductible principle is being used as 
an underwriting technique. Still another 
reason is to eliminate those losses which 
would probably never occur if there were 
no insurance. This reason is also a good 
argument for the deductible from the 
standpoint of society. 

The above are only a few reasons why 
the deductible principle finds its place in 
the insurance mechanism, but each of 
these ideas needs to be explored further. 
A little thought could develop more pur- 
poses of the deductible principle. Un- 
doubtedly many members would like to 
see all the purposes of the deductible 
listed down the side of a sheet of paper. 
Opposite thosé purposes it would be in- 
teresting to classify each policy wherein 
the deductible is employed. The most 
frequent purpose and the least frequent 
purpose listed might be surprising. Cer- 
tainly most members could benefit by 
participating in a searching examination 
of this fundamental principle. 

This discussion has concentrated on the 
deductible merely as an illustration. The 
same approach could be applied to each of 
the fundamental principles, practices, or 
concepts taught in insurance classes. 
Would it not make AAUTI members bet- 
ter teachers? 


Consideration of Terminology 
Since insurance is an applied field of 
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knowledge and the practitioners have for 
years focused their attention more on the 
solution of coverage problems than on 
communication, there has developed a 
real problem of semantics. Here is an- 
other problem the Association needs to 
consider. Indeed, little progress can be 
made toward the development of the 
theory of insurance until there is a mutual 
understanding on the meanings of words. 
Some commonly-used insurance terms 
have so many totally different meanings 
and variations in somewhat similar mean- 
ings that a logical development of ideas 
would be a hopeless task without first 
establishing some rigid vocabulary. The 
development of proper terminology 
would necessitate research and a con- 
siderable amount of cooperation from the 
industry. Obviously, the meanings of 


words should cenform as nearly as pos- 
sible to popular usage. The results would 
be of tremendous benefit both in the class 
room and in insurance operations. 


Summary 

As mentioned in the beginning of this 
paper, there is an abundance of accumu- 
lated knowledge in the area of risk and 
insurance. There is an urgent need to or- 
ganize and systematize that knowledge in 
such a way as to explain correctly and 
logically current practice. When it is pos- 
sible to explain with precision what is 
being done, it will be possible to predict 
what can or should be done with each 
change in circumstances. Prediction with- 
out precision in thought is not depend- 
able. 
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INSURANCE COMPANY TAXATION— 
THE GENERAL IMPACT 


Joun W. CoweEe 


University of California 


Insurance companies’ profits are de- 
rived from two sources—underwriting 
and investing. This divisibility of profit 
source has been recognized in state laws 
regulating the promulgation of rates, and 
it has been recognized in tax legislation. 
These laws further recognize the basic 
differences between forms or types of 
company organization, and differentiate 
between fire, casualty, and life insurers. 
Whether it is appropriate to recognize 
such differences under the tax laws, and 


if so, whether such differences are ap-. 


propriately recognized, is basic to a dis- 
cussion of insurance company taxation. 


Taxation of Property Insurers 


State Taxation 


State taxation will not be considered, 
except to mention that, aside from various 
licenses and fees, insurers pay a premium 
tax to the respective states. For example, 
under California’s Constitution, Article 
XIII, Section 14-4/5; Revenue and Tax 
Code Sections 12251-12264, the tax basis 
is gross premiums received upon business 
done in California (other than premiums 
received for reinsurance) less return pre- 
miums. The tax rate is 2.35 per cent, pay- 
able to the State Controller for trans- 
mission to the State Treasurer. Also typi- 
cal is the “In lieu of” provision that “The 
tax on insurers is in lieu of all other taxes 
and licenses state, county and municipal, 
upon such insurers and their property ex- 
cept (1) taxes upon their real estate; (2) 


the tax on ocean marine insurance; (3) 
motor vehicle and other vehicle registra- 
tion license fees and any other tax or li- 
cense fee imposed by the state upon ve- 
hicles, motor vehicles or the operation 
thereof.” A credit against this premium 
tax is granted in the form of a deduction 
for the real estate taxes on a principal 
office in California. 

Premium taxation provides a substan- 
tial source of revenue for the states. It is 
an indirect tax, easily administered, and 
unrelated to profit or loss. Currently state 
taxation involves relatively little contest, 
although insurers are not unaware of pos- 
sible relative inequities under these laws. 


Federal Taxation 


Property insurers are taxed under the 
Federal Internal Revenue Code of 1954, 
as amended. Mutual companies are taxed 
under Sections 821, 822, 823 at regular 
corporate rates on net taxable investment 
income, to include realized net capital 
gains. No such tax can be less than one 
per cent of the sum of taxable investment 
income and premiums, after proper de- 
duction for dividends to policyholders. 
Small mutuals are exempt if their total 
annual income is under $75,000 (Section 
501 (15), I.R.C., 1954, as amended). 

Stock companies are taxed under Sec- 
tions 831,832 of the Internal Revenue 
Code, 1954, as amended. A tax on net 
profits, or a carried-over credit on net 
losses, results from totaling investment 
income or loss with capital gains or losses 
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and underwriting gains or loss after ap- 
propriate deductions for dividends to 
policyholders. 

The above general pattern has re- 
mained unchanged since 1942, but it is 
now under attack by the National Com- 
mittee for Insurance Taxation. This 
Committee is composed of some 300 stock 
property insurance companies represent- 
ing 40 per cent of the stock insurers, 
which companies write 16 per cent of the 
premium volume developed by stock 
property insurance companies. The Com- 
mittee was formed in 1955. The Allstate 
Insurance Company is regarded as the 
principal supporter of the Committee; 
and Allstate is considered the source of 
the Committee’s tax proposal presented 
during the month of January, 1958 to the 
Ways and Means Committee of the 
House of Representatives. This presen- 
tation was made by Mr. Walton, Vice 
President of Allstate. The National Com- 
mittee proposes that the Federal income 
tax on all property insurers—stock, mu- 
tual, or reciprocal—would be the sum of 
(a) one per cent of net premiums writ- 
ten, after dividends to customers; and 
(b) regular corporate rates (now 52 per 
cent) on net taxable investment income 
and present treatment of capital gains 
realized. It also proposes to exempt from 
taxation all farmers’ companies and other 
small local companies. 

The National Committee representa- 
tives state that their proposal would: (1) 
remove present tax inequities among com- 
peting stock, mutual, and reciprocal in- 
surers; (2) be less expensive to ad- 
minister; (3) provide a stable source of 
revenue to the Treasury; and (4) in- 
crease the aggregate revenue received by 
the Treasury. 

Memoranda were filed with the Ways 
and Means Committee in opposition to 
the National Committee’s proposal. The 
Association of Casualty and Surety Com- 
panies, representing 132 capital stock 


casualty, surety, and allied lines insurers 
supports the present method of taxation 
of capital stock insurance companies. 
This method is based upon ability to pay, 
and it taxes stock insurance companies at 
the same rate paid by other corporations. 
The Association’s view is that the pro- 
posed tax revision “. . . would result in 
discriminatory taxation favorable to a 
limited number of companies seeking 
special advantage under the guise of ‘tax 
equality’.” 

The National Board of Fire Under- 
writers, representing 220 member stock 
fire and allied lines insurers, also sup- 
ports the principles found in the present 
tax law. They view the National Com- 
mittee’s tax revision as creating tax ine- 
quities between different types of in- 
surers, as well as creating inequities 
between competing insurers of the same 
type. The National Board’s memorandum 
states that “This proposal introduces a 
completely new concept of Federal in- 
come taxation by suggesting that an in- 
surance company should be taxed by an 
income tax which is, in part, a sales or 
excise tax on premiums and, in part, a net 
income tax. No American corporation has 
ever paid a Federal income tax on such a 
basis.” 

The Mutual Insurance Committee on 
Federal Taxation, representing more than 
600 mutual property insurance com- 
panies, also opposes the suggested tax 
code revision for the same basic reasons 
expressed above. But it was also pointed 
out that the proposed formula would 
favor those companies having relatively 
large net profits from underwriting and 
comparatively small taxable investment 
income, because the plan eliminates tax- 
ation of underwriting profit. 

Definitive action concerning property 
insurance company Federal taxation will 
doubtless be delayed, at least until the 
current life insurance Federal tax law 
issues are resolved. 
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Taxation of Life Insurers 


State Taxation 


Life insurance companies pay premium 
taxes and various miscellaneous taxes and 
fees to the several states. Premium tax 
rates range from 1% to 4 per cent—the 
common rate being 2 per cent. Resident 
‘companies are usually taxed at the same 
rate as out-of-state companies, although 
some variance is found in the form of 
preferential tax rates for resident com- 
panies. Some states permit offsets if a 
company invests a given percentage of its 
assets in the particular state. 

Annuity considerations were originally 
exempt from taxation, but the number of 
states levying taxes on them increased to 
a point where almost one-half of the 
states levied such a premium tax. This 
involves an inequity as between indi- 
vidual savers who elect annuities as 
against other savings alternatives involv- 


ing no similar tax. It also works cost 


inequities between insured group cases, 
which include retirement benefits, when 
contrasted with uninsured group cases 
that are funded and which are not sub- 
ject to taxation. Collective bargaining 
agreements and their effect upon the vol- 
ume of group cases have pointed up the 
adverse competitive impact of the pre- 
mium tax upon insurers. Therefore some 
states are relieving annuity considerations 
from the full premium tax. Such tax re- 
lief for insured plans may, in fact, in- 
crease total state tax revenue because 
employers and unions may refrain from 
self-insuring part or all of their group 
plan. Thus premium taxes would con- 
tinue to flow from premiums developed 
under the life and health insurance por- 
tions of insured group plans, thereby in- 
creasing total revenues. 


Federal Taxation 


Life insurers have always been taxed 
under Federal income tax laws. Since 
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1921 this tax has been essentially a tax on 
investment income. As investment re- 
turns tapered off after World War II, no 
Federal income tax was payable, as was 
the case for some companies in 1947-48. 
In 1950 a temporary tax bill was passed 
to apply to 1949 and 1950. This bill pre- 
served the general pattern of a tax on in- 
vestment income, as did subsequent tax 
bills passed during 1951-1954. In 1954- 
1955 special studies by the Committee on 
Ways and Means resulted in the passage 
of a life tax bill for a one year trial. This 
was the Mills-Curtis Bill which continued 
the general pattern of taxing life insur- 
ance company investment income, al- 
though the definition of investment in- 
come was expanded. The Mills’ Bill also 
required the segregation of cancellable 
accident and health business, and taxes 
on such business were to be determined 
under the mutual casualty insurance tax 
formula. 


Because Federal taxation of life insur- 
ance companies had been so unsettled, 
efforts were made to have the Mills’ Bill 
established as permanent tax legislation, 
thereby again affirming the investment 
income tax approach. But the Govern- 
ment urged that life insurance companies 
should also be taxed upon any under- 
writing gains, thereby proposing, in ef- 
fect, a total net income tax approach. In 
1955, 1956, and 1957 the Treasury did not 
design a bill to accomplish this objective; 
and the Mills’ Bill was therefore ex- 
tended. 


Finally, in April, 1958, the Treasury 
advanced suggestions that would set 
aside the historical investment income 
tax approach in favor of a total net in- 
come tax approach. Through the summer 
of 1958, committees of The American Life 
Convention, The Life Insurance Associa- 
tion of America, and the Life Insurers 
Conference worked to draft two tax pro- 
posals, namely, a revised net investment 
income tax bill and a total net income tax 
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bill. In addition, the Temporary Commit- 
tee on Life Taxation consisting of 26 mu- 
tual life insurance companies introduced 
H. R. 13707 which proposed a total in- 
come tax approach, subject to a minimum 
tax determined by the investment income 
tax pattern. 

In October, 1958 The American Life 
Convention voted on the joint proposals 
referred to above. The sense would seem 
to be in favor of supporting the invest- 
ment income tax approach without sepa- 
rate or special treatment of mutual or 
stock life insurance companies. 

Hearings were scheduled for Novem- 
ber 17, 1958 before a Subcommittee of 


Ways and Means on Life Insurance Tax- 
ation, under Chairman Mills. In the De- 
cember 1, 1958 issue, Time magazine 
states (at page 78) that “The subcommit- 
tee is readying a bill, based on the com- 
promise proposal, which wilil raise the life 
insurance companies’ tax bill to between 
$400,000,000 and $500,000,000 a year.” 
The compromise proposal referred to is 
a plan ‘to tax part of investment income 
and part of underwriting income.' 

* Editor’s Note: As this article goes to press, 
the Senate has just approved the life insurance 
company tax bill passed by the House. It is sub- 
stantially the compromise proposal referred to by 
the author. 
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FEDERAL INCOME TAXATION OF 
LIFE INSURANCE COMPANIES 


Rosert L. Hocc 


The Equitable Life Assurance Society of the United States 


This subject is timely because the life 
insurance company tax problem is about 
to be anchored. If such anchoring is suc- 
cessful, the life insurance industry will no 
longer have to wait with baited breath 
each year to know the kind and amount 
of its taxes on last year’s business. Al- 
though the subject is of sufficient size to 
support a 30-day seminar, it will be com- 
pressed to this short paper. 

This compression will be made easier 
by two contributing factors. The first one 
is the level of insurance knowledge on 


the part of insurance teachers and other — 


Journal readers. Examples of this knowl- 
edge include ready recognition that a 
policyholder dividend is not really a true 
dividend at all; that a reserve is not an 
asset but a liability; that surplus may or 
may not represent true strength; and that 
the annual statement, devised long before 
the income tax amendment, does not re- 
flect true profit or loss. 

The second contributing factor is the 
benefit of earlier excellent articles on this 
same subject. Professor Raymond F. Val- 
enti of Syracuse University has written 
two such articles. The first appeared in 
the November, 1957 issue of The Journal 
of Insurance; the second in the Novem- 
ber, 1958 issue of the same publication.! 
Another fine article by Howard C. Swan- 
~~ 1§ee “Theoretical Approaches to Taxing Life 
Insurance Companies for Federal Income Tax 
Purposes,” The Journal of Insurance, Vol. XXIV 
(November, 1957), pp. 56-70; and “Taxation of 
Life Insurance Companies: The Treasury Pro- 


posal,” The Journal of Insurance, Vol. XXV (No- 
vember, 1958), pp. 29-38. 


gren appeared in the 1958 Summer issue 
of The Journal of the American Society 
of Chartered Life Underwriters.” 

In this compression no attention will be 
given to the related questions involving 
non-life operations, such as the health 
business of a life insurance company. Ex- 
perience has shown that once a basic 
formula for life operations has been es- 
tablished, taxation of other lines poses no 
great problem. Doubtless, the same situ- 
ation will continue as to any future 
formula. 


The Problem of Taxation 


Taxation, as the prime problem of life 
insurance companies, goes beyond even 
the question of the amount of the tax. 
This tax issue has been so protracted and 
misunderstood that the uninformed be- 
lieve that the business is tax preferred; 
some feel that it is tax exempt. This mis- 
conception has arisen and persisted in 
face of the fact that life insurance bears 
a heavier tax burden than any other form 
of saving. Note should be made that ap- 
proximately $3.50 out of every $100 of 
premiums goes into payment of taxes. 
The unsettled income tax situation keeps 
alive and compounds misconceptions. 
Consequently, the business has long real- 
ized that there must be a solution of its 
income tax problem. Delay has been 
harmful. 


2 See “Federal Income Taxation of Life Insur- 


ance Companies,” The Journal of the American 
Society of Chartered Life Underwriters, Vol. XII 
(Summer, 1958), pp. 251-261. 
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Since 1921 life insurance companies 
have been taxed under six different laws. 
All of them have lacked stability. The 
most notorious of these unstable acts has 
been that of 1942. After producing a 
higher yield in 1943 as the Treasury had 
anticipated, it took a sudden nose dive 
and produced no revenue on life insur- 
ance operations by 1947. Literally, it has 
continued as a tax law although in recent 
years its operation has been suspended 
from year to year by stop-gap acts. It 
stands in the shadow ready to take over 
in the event of failure of Congress to in- 
tervene. 


In the past ten-year search for a for- 
mula, efforts have been directed in two 
areas—basically towards getting the new 
formula itself and also to getting some 
temporary laws that would produce rea- 
sonable revenue. Since 1950 the business, 
therefore, has been taxed under various 
acts applicable on a year-to-year basis. 
The most recent of these temporary acts 
is that of 1955, later extended to cover 
1956 business. In March, 1958 it was ex- 
tended retroactively to cover 1957. The 
indications are that it will not be further 
extended. 


It is quite possible that there will be 
submitted to the next Congress a new 
formula stemming from the hearings of 
the Internal Revenue Subcommittee of 
the House Committee on Ways and 
Means which began November 17, 1958 
and continued through November 20. 
Following these hearings technicians 
commenced the development for further 
consideration of the Ways and Means 
Committee of a formula under which tax 
liability for all companies, stock and mu- 
tual, would be determined in two steps. 
The first step would be a tax on net in- 
vestment income. The second step would 
be a tax on a percentage of net gain from 
operations, less policyholder dividends 
and excluding any investment income 
taxed under the first step. This two-part 


proposal is unique although it contains 
some principles established in previous 
tax laws. It modifies other principles and 
develops new ones. If enacted, it would 
be the most extensive revision of life in- 
surance income taxation since 1921. 

Since the revision is so imminent and 
so fundamental, a detailed description is 
highly in order. Perhaps the best way to 
appreciate the complex of principles and 
practical difficulties involved is to look in 
depth at the history of the taxation of life 
insurance companies in this country and 
at the evolution of the currently proposed 
revision. For purposes of the analysis 
presented in this paper the history and 
evolution will be considered in three 
cycles. 

First Cycle 


The Civil War did something more 
than establish the United States as an in- 
dissoluble union of states. It set in mo- 
tion a series of trial and error income tax 
laws which established some principles 
employed in today’s taxation of life in- 
surance companies. 


Early Acts 

The income tax, including taxation of 
life insurance companies, was adopted by 
Congress as a part of a program to fi- 
nance the war. The first act was that of 
1861, said to have been vague and lack- 
ing enforcement.* This was followed in 
1862 by a comprehensive act specifically 
applicable among others, to “banks, trust 
companies, savings institutions . . . life, 
inland, stock and mutual insurance com- 
panies.”* A 3 per cent tax was placed on 
additions to surplus of both stock and 
mutual companies and “on all dividends 
. . . to stockholders, to policyholders . . . 
as part of the earnings, profits, or gains of 
said . . . insurance companies.” 5 


3See Paul, Randolph E., Taxation in the 


United States (Boston: Little-Brown Co., 1954), 
p. 9. 

412 US. Stat. 470 (1862). 

5 Idem. 
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By any standard, the imperfections of 
this act are apparent. However, Congress 
seems to have demonstrated its desire to 
treat all insurance companies in the same 
way as other corporations and, of more 
practical importance, to treat stock and 
mutual companies alike. The act had in 
it, however, the seed of double taxation 
for all corporations, including both stock 
and mutual life insurance companies, in 
that it taxed both additions to surplus 
and dividends. It would have been proper 
to tax one but not both. What is taxed 
as surplus today should not be taxed 
again when it emerges as tomorrow’s 
dividend. What is more improper, it 
taxed a dividend paid from earnings ac- 
cumulated prior to the effective date of 
the act itself. The act failed to recognize 
the differences between dividends of 
stock companies and those of mutual 
companies. 


Act of 1864 

Congress promptly observed at least 
two of the defects noted above. Within 
two years it recognized that a tax on the 
dividend paid by a mutual company was 
a tax of a capital deposit and not a tax on 
income. Consequently, the act of 1864,* 
while increasing the rate from 3 per cent 
to 5 per cent, provided that “the portion 
of premiums returned by mutual life in- 
surance companies to their policyholders” 
should not be considered as a profit or a 
taxable dividend. The distinction was 
thus drawn between a policyholder’s div- 
idend and a stockholder’s dividend. 


The rationale of this different treat- 
ment must be to regard investment in- 
come of a mutual life insurance company 
as its sole source of taxable income. By 
their very nature the premiums of a mu- 
tual life insurance company, as well as 
the premiums on participating policies of 
a stock company, are determined on 
extra-conservative assumptions as to mor- 


*13 US. Stat. 276 (1864). 


tality expenses and investment earnings. 
When experience determines the actual 
mortality cost, expenses, and earnings, 
the excess of the actual over the assumed 
is returned to mutual company policy- 
holders. Mortality costs and expenses 
are determined entirely within the group 
of policyholders themselves. Investment 
return is not. In a general way, invest- 
ment return is determined in the market 
place, in competition with others seeking 
investment outlets. Consequently, it has 
been generally agreed that the only tax- 
able income of a mutual company is its 
investment income. 


It should be noted that this tax on divi- 
dends produced difficulties not alone for 
insurance companies. Congress, in 1866, 
two years after excluding “returned pre- 
miums” from taxable dividends of insur- 
ance companies, provided that interest 
“allowed or paid to depositors in savings 
banks or savings institutions” was not to 
be considered as dividends. Apparently 
additions to the surplus of savings banks 
and savings institutions continued to be 
taxed the same as additions to surplus of 
insurance companies, stock as well as 
mutual. The anomaly was that after the 
1866 act, interest paid by a savings bank 
to a depositor apparently went untaxed 
while the interest paid through a divi- 
dend to a policyholder of a life insurance 
company was subject to tax. 


Repeal of the Act 

The 1864 amendments appear not to 
have brought the real answer, and Cong- 
ress later provided exemption for “money 
returned by mutual insurance companies 
to their policyholders.”* This doubtless 
was construed to mean a complete ex- 
emption for all dividends of mutual 
companies. Also in the same year Joint 
Resolution 109, approved July 13, 1870, 
provided that the law of 1864, the basic 
act, should “not be construed so as to im- 


716 U.S. Stat. 260 (1870). 
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pose a tax on any undistributable sum 
added to the contingent fund of any fire, 
marine, inland, life, health, accident, or 
like insurance company, or any unearned 
premium or premiums received for risks 
assumed by such companies, or any 
moneys paid by mutual life insurance 
companies to the policyholders.” By reso- 
lution Congress had said how its previous 
acts were to be construed. The next day, 
by regular enactment * Congress repealed 
its wartime tax laws effective August 1, 
1870, preserving only the collection pro- 
visions applicable to taxes incurred up to 
the date of repeal. The tax law by the 
time of its termination had thus been re- 
duced to one only on dividends to stock- 
holders of stock companies, thus demon- 
strating the basic unsoundness of the 
approach to the matter taken by Cong- 
ress in 1862. 

Congress thus gave up its idea that a 
tax on additions to surplus was valid for 
either stock or mutual companies, but 
there had risen many problems as to the 
meaning of the basic act and the succes- 
sive amendments. With the date of ex- 
piration for further taxes fixed, it seems 
some way would have been found to dis- 
pose of pending issues. However, the 
ghost of life insurance taxation continued 
to haunt the Treasury and the business. 
Congress, in 1871, even with the tax no 
longer in effect, passed a special act pro- 
viding: 

That from and after the passage of this 
act no tax shall be imposed upon any un- 
distributable sum added to the contingent 
fund of any fire, marine, inland, life, health, 
accident or like insurance company, nor 
upon any unearned premium or premiums 
received for risks assumed by such com- 
panies, nor shall any tax be hereafter col- 
lected which may have been assessed, or 
which shall have become liable to be as- 
sessed, upon such sums, fund, or premiums 
prior to the passage of this act.® 


Thus ends the first cycle. 


§ 16 U.S. Stat. 460 (1870). 
* 16 U.S. Stat. 475 (1871). 
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10 Congressional Record — Senate (June 21, 


Second Cycle 

Income taxation again became a great 
national issue; and the result was enact- 
ment, as part of the Tariff Law of 1894, 
of a comprehensive income tax law. It is 
of particular general interest because this 
1894 act, which in 1895 was declared un- 
constitutional by the Supreme Court of 
the United States in Pollock v. Farmer's 
Loan and Trust Company, 157 U.S. 429, 
has had an important bearing upon sub- 
sequent life insurance tax laws. The 
House version of the bill would have 
taxed both stock and mutual companies 
alike. In the Senate the bill was amended 
to exempt mutual life insurance com- 
panies the same as mutual savings banks. 
In speaking for the amendment and dis- 
tinguishing mutual companies from stock 
companies, Senator Hill of New York 
said: 

Life insurance, when conducted as a 
business for gain, has no more claim than 
any other business to exemption from taxa- 
tion. If the dividends and profits of other 
corporations are subjected to an income tax, 
it is admitted that the dividends and profits 
obtained from capital invested in the busi- 
ness of life insurance should be subjected 
to the same tax. There are corporations in 
the United States with considerable capital 
which earn dividends by conducting the 
life insurance business, and no one asks for 
any exemption of the profits of such com- 
panies.!° 
The bill was passed, thus amended. 

However, it was declared unconstitu- 
tional on the basic ground that it exacted 
a tax on income from real estate and that 
a tax on income from property was a tax 
on the property itself and thus unconsti- 
tutional as lacking apportionment. 

A fact overlooked, however, is that an 
issue was also made over the exemption 
of mutual life insurance companies in the 
face of taxation of stock companies. Al- 
though the Court was not called upon to 


1894) p. 6623. 
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pass upon the mutual exemption, none- 
theless a reading of the Court's opinions, 
on original submission and also reargu- 
ment, will show it was a serious issue. On 
the basis of the Pollock case, some people 
contend today that Congress can not tax 
stock companies and at the same time 
completely exempt mutual companies. 
This is a moot question, however, because 
there is no suggestion by mutual com- 
panies that they should be exempt. Based 
on the doubt of the right of Congress to 
tax stock companies and exempt mutual 
companies, it has been asserted that a 
valid law must tax both stock and mutual 
companies alike. This assertion is a non 
sequitur. Tax equality can be preserved 
without application of identical tax laws. 

While the legal situation may have 
been a factor, the real reason that stock 
and mutuals have been taxed alike has 
been the fear that to do otherwise would 
produce competitive advantage for mu- 
tual companies. This situation Congress 


wished to avoid. This 1894 act therefore - 


is important for two reasons: (1) The 
House again treated stock and mutual 
companies alike, whereas the Senate 
wished to exempt mutual companies. (2) 
The decision of the Supreme Court in the 
Pollock case did not resolve the issue 
whether stock companies could be taxed 
in face of complete exemption of their 
mutual competitors. 


1909 Income Tax Law 


Agitation for an income tax persisted. 
In 1909 Congress submitted to the States 
the question of a constitutional amend- 
ment to overcome the obstacles, which 
the Court pointed out in the Pollock 
case, involving the 1894 law. At the same 
time, Congress enacted the 1909 Income 
Tax Law, which was restricted to corpo- 
rations. This law was upheld as an excise 
tax upon the right to do business as a 
corporation. As applied to insurance 
companies, it placed a tax equivalent to 


one per cent upon all net income over 
$5,000 from all sources. Significantly, it 
taxed both mutual and stock companies 
alike. Among the business deductions 
which could be taken were “in the case 
of insurance companies the sums other 
than dividends, paid within the year on 
policy and annuity contracts and the net 
additions, if any, required by law to be 
made within the year to reserve funds.” '! 
For all practical purposes this was an 
over-all corporate income tax for life in- 
surance companies to the same extent as 
the 1913 Act which replaced it. This 1909 
Act did establish that if a life insurance 
company was to be taxed under a general 
corporation tax law, special consideration 
should be given to policyholder divi- 
dends, payments to policyholders and 
beneficiaries, and, more important still, to 
reserve requirements. 


1918 Tariff Act 


Subsequent to the enactment of the 
1909 Act, the Constitution was amended 
(XVI Amendment) to authorize a grad- 
uated income tax. The first income tax 
law, pursuant to the XVI Amendment, 
was a part of the 1913 Tariff Act. The 
bill passed the House without much at- 
tention by the life insurance business. Its 
form, so far as insurance companies were 
concerned, was substantially the same as 
the 1909 Act. In the Senate, however, an 
unsuccessful effort had been made to pro- 
cure a complete exemption for all life in- 
surance companies. Even the American 
Life Convention, probably without a mu- 
tual company member, took the position 
that all companies, both stock and mu- 
tual, should be exempt; but if exemption 
were not to be had for stock companies, 
certainly mutual companies should be. 
This plan fell on deaf ears even at a time 
when Congress was exempting other mu- 
tual enterprises. 

The 1909 Act, as well as the 19i3 Act, 


11 Payne-Aldrich Tariff Act of 1909, ch. 6, 36 
Stat. 11. 
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produced many questions only the Courts 
could decide. Both acts recognized as 
business deductions payments to policy- 
holders and beneficiaries and also addi- 
tions to reserves, described as “reserves 
required by law.” There was protracted 
litigation involving many issues. The situ- 
ation seems to have become just as con- 
fused, complex, and administratively un- 
enforceable as the old Civil War Tax laws 
which Congress had to repeal in 1871 on 
a retroactive basis. The result was that 
Congress in 1921 replaced the 1913 gen- 
eral corporate approach by a new type of 
formula. The repeal of the 1913 Act com- 
pleted the second cycle of life insurance 
income taxation. 


Third Cycle 
The 1921 formula inyolved two im- 
portant factors: 


(1) If the Government were to obtain 
substantial revenue from the life insurance 
business, it would have to come largely 
from mutual companies since mutuals had 
about three-fourths of the business. 

(2) The only true income of a mutual 
company was to be its investment income. 
Consequently the 1921 act treated interest, 
dividends, and rents as “gross income,” with 
deductions only for tax-free interest, de- 
preciation, interest paid, taxes, and invest- 
ment expenses. This produced what has 
been called “net investment income.” Al- 
lowance was then made for reserve require- 
ments by permitting as a deduction from 
net investment income an amount equal to 
4 per cent of each company’s “reserves re- 
quired by law” regardless of the individual 
company’s own actual reserving rate. 

The 4 per cent figure was chosen for 
the practical reason that no company was 
reserving at a higher rate. This 1921 for- 
mula properly proceeded upon the prin- 
ciple that a mutual company should be 
taxed only on investment income and did 
not have underwriting profit. This meant, 
of course, that the underwriting profit of 
a stock company would not be taxed. 

The framing of the 1921 law must be 
appraised in light of existing times. The 
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prime objective was to get a law that 
would take the business way from the 
1913 corporate formula. The corporate 
tax rate at that time was very low and 
Federal income taxes were not a major 
cost factor. Consequently the business 
permitted to go unchallenged many fac- 
tors that in retrospect probably should 
have been challenged. 

This 1921 formula may be said to have 

three principal characteristics: (1) It es- 
tablished investment income as the only 
source of taxable income for all life insur- 
ance companies. (2) It confirmed identi- 
cal tax treatment for both stock and mu- 
tual companies. (3) It provided uniform 
deductions for reserve requirements with- 
out reference to individual company 
needs. 
The yield of the 1921 act was dis- 
appointing to the Treasury; and in 1932 
Congress amended it by lowering the 4 per 
cent figure to 3% per cent, except as to 
those companies actually requiring higher 
rates for reserves. The significant thing 
about this 1932 act is that it demonstrated 
the lack of stability because of an arbi- 
trary reserve deduction. The 1932 act 
also proved a failure in the production of 
revenue. The impact of the tax produced 
a tremendous disturbance among com- 
panies. 

Thus two times, in 1921 and 1932, 
Congress had attempted to build a for- 
mula with the reserve deduction based on 
a flat percentage of investment income. 
In both instances these percentages were 
chosen because they reflected the highest 
assumption of any company. They were 
quite arbitrary. 

1942 Formula 

Having failed two times, Congress de- 
cided to proceed along a different line. 
The result was a formula relating the re- 
serve requirements of the individual 
company to a moving figure determined 
by industry figures. At that time, the 
business as a whole required a reserve 
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reduction based on 3% per cent of re- 
serves. Accordingly, a formula was 
adopted which applied the 3% per cent 
rate to 65 per cent of the reserves and the 
actual reserve interest required to the re- 
maining 35 per cent. The effect of this 
provision was a reserve deduction frozen 
as to two-thirds of its effect, with one- 
third based on current requirements for 
the business as a whole. On this basis 
each year the Secretary of the Treasury 
was to promulgate a percentage figure 
which each company was to use in de- 
ducting reserve interest requirements 
from its net investment income. Obvi- 
ously, industry-wide experience was in- 
volved in the tax of an individual com- 
pany. It is difficult to justify payment of 
a tax on net investment income of a com- 
pany which did not have sufficient invest- 
ment income for its own reserve require- 
ments; yet this probably occurred. This 
1942 formula also proved ineffective 
within the short period of five years, 
principally because the net rate of inter- 
est on invested funds had declined from 
3.44 to 2.88 per cent.!? By 1947, the busi- 
ness as a whole required 100 per cent of 
its investment income to meet reserve re- 
quirements under the 1942 law. Some 
companies may have had more than 
enough to meet reserve requirements; 
but, on this averaging principle and the 
Secretary's ratio, each individual com- 
pany was permitted to deduct 100 per 
cent of its investment income, thus leav- 
ing no tax on its life insurance operations. 
This situation was satisfactory neither to 
the Government nor the business. Efforts 
were promptly made to develop a new 


formula which would have some stability. | 


There also began the series of stop-gap 
acts which have come down to us today. 
1950 Stop-Gap Law 

While Congress, the Treasury, and the 
business were struggling with a new ap- 


12 Life Insurance Fact Book (New York: Insti- 
tute of Life Insurance, 1958), p. 59. 


proach, the 1950 stop-gap law was en- 
acted. This law, in effect, was the 1942 
act changed in two important respects. It 
discarded the frozen part of the formula 
and related it as far as practical to cur- 
rent experience. Of greater effect was the 
elimination from the averaging process of 
companies which failed to have sufficient 
investment income to meet their own re- 
serve requirements. With these significant 
changes, the 1950 act was effective for 
the year 1950 and for the year 1949 on a 
retroactive basis. It preserved, however, 
the Secretary's ratio concept which was 
still completely misunderstood by the 
public and which had led to the inference 
by the public that the life insurance busi- 
ness was escaping taxation because of 
some mysterious proclamation by the Sec- 
retary of the Treasury. 
Further Stop-Gap Measures 

With widespread dissatisfaction with 
the complicated 1950 formula, still geared 
to the Secretary's ratio, it was desirable 
that any future act, whether stop-gap or 
not should be simplified. This simplifying 
was done by the 1951 act which cut 
through the labyrinth of the Secretary’s 
ratio formula, by placing a flat tax of 614 
per cent on net investment income. The 
result was a slight increase in the over-all 
tax take but a tax law which was easily 
understood. It also had relief provisions 
for individual companies having diffi- 
culties in meeting their reserve require- 
ments. This 1951 act was extended 
through the years 1952, 1953, and 1954. 
All of this time the Treasury and the 
business were trying to bring forth a new 
formula. Following extensive hearings 
held by the House Committee on Ways 
and Means, what is known as the Mills 
Law was enacted in 1955. To replace the 
Secretary’s cumbersome ratio for reserve 
deduction, the Mills law provided a flat 
85 per cent “reserve and other policy- 
holder liability” deduction from net in- 
vestment income. It was a substantial 
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improvement over anything previously 
suggested and cured many weaknesses in 
previous laws. It must be admitted, how- 
ever, that it did have, but in another form, 
the more or less arbitrary reserve deduc- 
tion found impractical in previous laws. 
The Treasury, however, did not like the 
theory behind it. Although this law was 
intended as permanent, the Treasury 
would accept it only on a stop-gap basis. 
This law was subsequently extended on a 
year-to-year basis to cover 1956 and 1957 
business. The last extension was made 
about the middle of March, 1958 for the 
1957 tax year. Congressional leaders have 
voiced opposition to any further exten- 
sion. 


Treasury Statement of Principles 

At the time the Senate Finance Com- 
mittee had under consideration the just- 
mentioned extension, the Treasury made a 
commitment to forward to Congress its 
recommendations for a new formula. This 
was done by a letter dated April 10, 1958, 
from the Secretary of the Treasury to the 
Chairman of the Committee on Ways and 
Means and Chairman of the Senate Com- 
mittee on Finance. This recommendation 
was for a regular corporate income tax 
law modified to meet the peculiarities of 
the business. In it the measure of the tax 
would be net gain from operations, with 
a deduction of dividends to policyholders. 
This recommendation was not new. Two 
former Secretaries of the Treasury had 
made the same proposal. In a rather in- 
definite alternative the Treasury in its 
April 10 letter suggested that the net 
investment income approach might be 
used, coupled with a provision for taxing 
underwriting profit. 

The April letter was not a blueprint. It 
was a statement of principles upon which 
a new formula should be constructed. 
While expressing a preference for the 
regular corporate approach, as previously 
stated, an alternative was the retention 
of the net investment income approach 


with additional provisions for taxing un- 
derwriting gains. The Treasury also let 
it be known that it would be receptive to 
any other method which would be simple, 
would produce adequate revenue, and 
would be acceptable to Congress. Chair- 
man Mills of the House Ways and Means 
Committee subsequently announced that 
his subcommittee would hold hearings on 
all aspects of the tax question in Novem- 
ber, 1958. 


Industry Study 

The companies, individually and 
through their trade associations, com- 
menced exhaustive preparations for the 
hearings. It soon became apparent that 
there would be no unified position on any 
new formula. There was general agree- 
ment, however, that there had developed 
some glaring tax advantages for some 
stock companies and that they should be 
removed. The situation arose because 
since 1921 the tax had been based on net 
investment income; underwriting profit 
for practical reasons having gone un- 
taxed. 

In recent years there has been a phe- 
nomenal growth of term insurance, from 
which is derived no substantial invest- 
ment income to be taxed. On the other 
hand, term insurance can and does pro- 
duce large underwriting profits for some 
stock companies; and such profits go un- 
taxed. An example will illustrate the 
point. One company organized and in 
business a little over four years with 
$200,000 capital and $100,000 surplus had 
a net operating gain in 1957 of over 514 
million dollars with only a little over 
$250,000 of net investment income. Its 
1957 Federal income tax was approxi- 
mately $21,000. A national publication 
further shows that, although in existence 
for a little over four years, it had declared 
~ 48 The reason for this was that the formula, to 
produce much revenue, would have to be built 
around mutual companies; and the only taxable 


income of mutual companies was net investment 
income. 
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cash dividends of $9,000,000 and still held 
substantial surplus. Admittedly, this case 
is an extreme one; the same situation pre- 
vailed, however, to varying degrees with 
respect to several other companies. 

Extended discussions involved two 
general tax concepts, neither of which was 
new. It appeared certain that any pos- 
sible new formula either would have to 
go back to the total corporate income ap- 
proach or continue on the net invest- 
ment income method. In its simplest terms 
the total income approach would treat as 
gross income both premiums and invest- 
ment income. Deductions would include 
ordinary business expenses, payments to 
policyholders and beneficiaries, additions 
to reserves, and deductions for policy- 
holder dividends but with limitations 
upon these deductions to assure adequate 
revenue. A more detailed treatment of 
the total income method can be found in 
Professor Valenti’s recent article, referred 
to earlier in this paper. 

In its simplest terms the net investment 
income approach, generally but improp- 
erly called the “excess interest” approach, 
would tax only investment income with- 
out the general corporate business de- 
ductions. Only tax-free interest, depreci- 
ation, taxes, interest paid, and investment 
expenses would be deductible in deter- 
mining net investment income. Then 
there would be the further deduction of 
an amount representing reserve require- 
ments. 

The business generally appreciated the 
necessity of expanding any new tax law 
so as to reach the unfortunate situation 


resulting from failure to tax underwriting 


profits of stock companies. It would be 
comparatively easy to do this under the 
total income method. The opponents of 
the total income method countered with 
the argument that the situation could be 
remedied also by using the net invest- 
ment method coupled with a further pro- 
vision for taxing underwriting profit when 


serve purposes. 


it emerged as cash dividends to stock- 
holders. Proponents of one method relied 
upon the weaknesses of the other. His- 
torically, both methods have failed. Total 
income failed in the periods of 1862-1871 
and 1894-1921. Net investment income, 
after numerous efforts, has failed from 
1921 to the present. Proponents of each 
theory, admitting defects of previous 
years, contended that they could be cor- 
rected in new legislation. 


A New Net Investment Income Concept 


The Joint Committee of the life insur- 
ance business studied all possibilities. As 
a result of this study, among other things 
there was developed a new concept of the 
net investment income approach. Al- 
though controversial and not endorsed 
by the joint Committee, it appeared to 
have merit in the opinion of some people. 
Failure of every previous net investment 
income formula had been due to the im- 
proper treatment of deductions for re- 
Improperly called an 
“excess interest” approach, no net invest- 
ment income act had ever logically re- 
lated a reserve deduction to the actual re- 
quirements of individual companies. Ar- 
bitrary deductions and averaging deduc- 
tions proved improper. The root of the 
trouble was the gearing of the deduction 
to current reserve interest requirements 
rather than relating the deductions to the 
reserves themselves. In other words, in- 
stead of saying that the standard deduc- 
tion should be 4 per cent reserves, which 
varied among companies, the reserves 
themselves should have been standard- 
ized. This would have meant that the 
reserve obligation of one company on the 
same kind of risk would have been 
the same as the reserve of every other 
company.'* 


14 The point may be illustrated, for example, by 
a twenty-year endowment contract. Company A 
and Company B issue the same type of contract 
to the same person. The policyholder has a future 
interest to the extent of the payment of a definite 
sum twenty years hence. Although both Company 


a 
a 
by 
i 
ws 
yee 
Lad 


The new concept of the net investment 
method is that the reserve of each com- 
pany for income tax purposes should be 
computed by using the current rate of 
interest earned by each company rather 
than its actuarial assumption. For ex- 
ample, if a company with its reserves on 
a 2% per cent assumption earned a 3% 
per cent rate on its investments in the 
taxable year, its reserves would be ad- 
justed to the 3% per cent rate for tax pur- 
poses. Use of a higher interest rate, of 
course, means a lower reserve. A lower 
rate produces a larger reserve. Roughly, 
a one per cent higher rate of interest pro- 
duces a 10 per cent reduction in the 
amount of reserves. The current earned 
rate of interest applied to this adjusted 
reserve would determine the reserve de- 
duction. After this adjusted reserve de- 
duction, the regular corporate rate would 
be applied to the balance of net invest- 
ment income. To state the effect in an- 
other way, the corporate rate would apply 
to income at the current rate on surplus 
after it had taken into account the ad- 
justment of the reserve liability. To take 
care of the underwriting profit situation 
of stock companies previously referred to, 
the proponents of this adjusted reserve 
method would provide for a tax on under- 
writing profits as they emerged in the 
form of cash dividends to stockholders. 
As to net investment income, the tax 
A and Company B will pay the same amount 
twenty years hence, the reserve which each car- 
ries in the meantime is probably not the same. 
The reserve can vary because of the assumptions 
made by each company as to loading, mortality 
and, particularly, the rate of return on invest- 
ments. It seems clear, therefore, that the previous 
acts involving excess interest have proceeded 
upon the wrong basis. Instead of trying to stand- 
ardize or equalize current interest requirements, 
the reserve deduction should have been related to 
a standardized reserve for all companies. The law 
has no trouble in valuing a future interest; I par- 
ticularly refer to valuation of a dower interest. 
Based on statutory mortality tables and interest 
rates the dower right for everyone of a given age 
is a standard future interest. A future commit- 


ment under a twenty-year endowment policy is 
substantially the same thing. 
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would be currently paid. As to under- 
writing profit, the tax would be deferred. 


The Treasury showed great interest in 
the new net investment income idea. The 
strongest point of the new approach was 
that for the first time a tax on net invest- 
ment income would be determined en- 
tirely by the operations of each indi- 
vidual company. Its taxes would go up 
as the rate of return on its investments 
went up; down when the rate on its in- 
vestments went down. Congress has long 
sought such a formula, devoid of arbi- 
trary factors and geared solely to the cur- 
rent experience of the individual com- 
pany. However, the Treasury could not 
accept the suggestion for postponing the 
tax on underwriting profits. The principle 
was one which the Treasury did not wish 
to sanction. 

On the eve of the Ways and Means 
Committee hearings on November 17, the 
Treasury indicated its willingness to con- 
sider a formula which would preserve the 
basic net investment income approach 
and also reach a substantial portion of 
underwriting profit or gain of both stock 
companies and mutual companies after 
dividends to policyholders. The two-stage 
formula previously referred to would be 
used to accomplish this objective. First, 
a tax would be computed on net invest- 
ment income. The second step would be 
to impose a tax on 50 per cent of net gains 
from operations after deducting policy- 
holder dividends and excluding net in- 
vestment income taxed in Step Two. 

At the hearings there was considerable 
support for the compromise idea. This 
was particularly so on the part of some 
mutual companies, provided, of course, 
the tax on net investment income in Step 
One was determined on the basis of the 
so-called adjusted reserve basis and pro- 
vided further that adequate provision 
would be made in Step Two for mainte- 

nance of reserves, protection of surplus, 
and a few other items. 
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At the conclusion of the hearings, the 
Ways and Means Subcommittee, without 
making any formal commitment as to its 
final action, did direct its technical staff 
to prepare a draft bill on the compromise 
basis, with Step One'on the adjusted-re- 
serve principle and Step Two on a total- 
income principle. 


Outcome in Doubt 


The final answer is highly speculative. 
One thing is sure and that is that every 
company will be faced by alternatives. If 
a new proposal should be successfully 
opposed, one answer is simple. Taxes will 
be calculated on the basis of the old 1942 
law long ago condemned by the business 
and the Treasury. Although still in effect, 
its history is its own condemnation. In 16 
years it has wandered from a point where 
it produced a reasonable tax to the point 
where it produced no taxes and is now 
back to still another point where it would 


increase the taxes on 1958 operations 40 


per cent over the taxes of the previous 
year. 

It is probable that the compromise pro- 
posal will be vigorously opposed by some 
companies for the simple reason that their 
tax liability under the 1942 act would still 
be less than it would be under the com- 
promise. Other companies, even though 
taxed more heavily under the compromise 
than under the 1942 formula, feel it to 
their interest to support the compromise as 
good long-range policy. A very substantial 
number of companies desire to support 
the compromise and will do so in the 
absence of defects appearing in the final 
draft of a bill. Insurance company prob- 
lems in this income tax field are far from 
settled. There is encouragement in the 
fact that every company sees the urgency 
of answering the growing criticism from 
uninformed segments of the public. It is 
of equal importance to bring tax stability 
to the business. 
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THE TAXATION OF PROPERTY INSURANCE COMPANIES 


Georce D. HASKELL 
The American Mutual Insurance Alliance 


This paper is not intended to be a com- 
plete treatise on the taxation of property 
insurance companies. The principal state 
taxes are reviewed in sufficient detail to 
substantiate the position that there are 
considerable variations both in the rates 
of taxation and in the bases used. Other 
state taxes are mentioned primarily to 
indicate the variety of special taxes to 
which the insurance industry is subjected 
at the state level. On the Federal level 
the paper is confined to a brief discussion 
of the different basis of taxation of stock 
and mutual fire insurance companies. 

At the outset it seems advisable to state 
that there is good reason to believe that 
insurance in general, and property insur- 
ance in particular, is the most heavily taxed 
field of major economic activity. This 
writer knows of no exhaustive study 
proving this statement. However, a study 
made by William B. Buckman of the 
Association of Casualty and Surety Com- 
panies and appearing in an article in the 
September, 1957 issue of Spectator sub- 
stantiates the point. He concludes: 


The ratio of national income originating 
from insurance carriers to all private in- 
dustry is approximately 1.2 per cent. The 
ratio of the insurance industry to all private 
industry as to number of employees was 
about 1.6 per cent, and to total compen- 
sation of employees slightly over 1.7 per 
cent, based on Department of Commerce 
data for 1955. Taking net income before 
Federal income tax in 1955, as reported by 
the Department of Commerce, insurance 
carriers, ageuts and combination offices ac- 
counted for only .7 of one per cent of all 
corporated and unincorporated net income. 


Despite these comparatively low per- 
centages, the insurance industry pays 
roughly 16 or 17 per cent of total state 
major business taxes. 

Although the above relationships are 
only approximations, they do not belie the 
fact that state tax contributions by insur- 
ance enterprises of all types appear to be 
higher than either their share of volume of 

' business transacted or “share in the U.S. 
economy.” 


State Taxes 


The Premium Tax 


At the state level of taxation, by far 
the most important insurance tax is the 
premium tax. One wishes that this tax 
could be described as an excise on insur- 
ance premiums of considerable uniform- 
ity among the several states. Such is not 
the case, for in practice there are not only 
considerable variations in rates but like- 
wise in the base upon which the rate is 
applied. 

Rates applicable to non-domestic com- 
panies vary from 1.75 to 4 per cent. The 
prevailing rate, found in 26 states, is 4 
per cent. Generally speaking the rate is 
uniform for all lines of fire and casualty 
insurance in each state. However, three 
states—Alabama, Michigan, and Wiscon- 
sin—have a different rate for fire and 
casualty lines. Likewise, seven states have 
a separate rate of premium taxation for 
workmen’s compensation coverage. 

The rate of the tax, in and of itself, 
would not tell the full story unless it were 
applied to the same tax base in all states. 
Generally speaking, the tax base is gross 
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direct premiums, less returned premiums 
and reinsurance ceded. In addition, all 
but Florida, Georgia, Louisiana, Nevada, 
North Carolina, Washington, and West 
Virginia permit a deduction of policy- 
holder dividends from the tax base. Ohio 
permits the deductions for fire lines but 
not casualty. 


The deduction of dividends assumes 
that such a dividend is a refund to the 
policyholder of the unused and unneeded 
portion of his premium and thereby at- 
tempts to make the tax base the net re- 
tained premium. As such it prevents dis- 
crimination between companies selling at 
a so-called deviated rate and those selling 
on a dividend basis. 


Of some further interest in modifying 
the tax base is the provision in the laws 
of Alabama, Colorado, Idaho, Louisiana, 
Montana, New Mexico, Oklahoma, South 
Carolina, Tennessee, and Texas which 
permits a reduction in the tax for invest- 
ment in domestic securities. 


This provision is an effort to encourage 
insurance investments within the state; 
and, to the extent used by companies, it re- 
duces the effective tax rate. It is of great- 
est importance to domestic companies or 
to foreign companies with premium vol- 
ume sufficient to make the tax saving sig- 
nificant. 


Another variation of the base is found 
in California and Florida where some 
credit against the premium tax is per- 
mitted for real estate taxes paid on a re- 
gional or home office located in the state. 


Preferential treatment is commonly af- 
forded domestic companies. Eleven states 
exempt all domestic companies from the 
premium tax and other states have an ex- 
emption for farmers’ and township mu- 
tuals operating on an assessment basis 
and in a limited area. Eleven grant a re- 
duced rate to domestic companies as 
compared with foreign companies. 


The following table summarizes the 


important facts regarding tax rates in the 
various states: 
TABLE 1 


Property INSURANCE 


(Exclusive of Fire Marshal and Special 
Workmen’s Compensation Taxes) 


Foreign Companies 


Alabama Fire and Marine 24% 
Casualty 3% 
to epending on percen 
of insurers assets 
Alabama securities. 

Arizona 2% 

Arkansas 2% 

W. C. Maximum of 3% 

California 2.35% 

Principal Office Deduction 

Colorado 2% 

No tax of 50% investment in 
Colorado securities. W. C. % of 
1%—credited against State pre- 
mium tax of 2% 
Connecticut 2% 
Delaware 1.75% 
W. C.—4% 

Dist. of Columbia 2% 

Florida 2% 

Regional Home Office Cr. De- 
duction. W. C. not to exceed 4% . 

Georgia |. 
Graduated tax according to per- 
centage of assets in Georgia in- 
vestments. 

Idaho 3% 

W. C.—1% 
Tax reduced to 1% if 25% or 
more of its gross assets in Idaho 
investments. 

Illinois 2% 

Indiana 3% after deduction of losses, 
reinsurance, dividends, and re- 
turn premiums. 

Iowa _2% 

Kansas 2% 

Kentucky 2% 
W. C.—2% 

Louisiana License tax based on gross an- 
nual premiums of $6,000 or less; 
additional tax for each additional 
$10,000 gross annual premiums. 
Tax reduced \% if of assets in 
Louisiana securities. 

Maine 2% 

Maryland 2% 

Massachusetts 2% 


4 
2 
5 
< 


Nebraska 
Nevada 

New Hampshire 
New Jersey 
New Mexico 


New York 


North Carolina 


North Dakota 


Texas 


Utah 


Vermont 


Foreign Companies 


2% 
License to collect aoe 
miums of $5,000 or less—$125 
r year; above $5,000, $20 per 
$1,000 for every $1,000 collected. 
For calendar years 1957, 1958 
the sum of $22.50 for each and 
every $1,000 collected. Reduc- 
tion if 50% of capital invested 
in Montana securities. 
2% 
2% 
2% 
2% 
2% 
1% if 50% of assets in- 
in N. M. assets. 


of 
vested 


2% 

(Franchise tax—1%) 
(Marine and Foreign Fire Com- 
rice not subject to Franchise 

‘ax). 


244% 
W. C.—4% 


244% 
244% 


4%, graduated to no tax if 30% 
investment in Oklahoma sec- 


24% 
2% 


2% 


3% 
Graduated down to 2% if S. C. 
yo receipts invested in 8. 
. securities. W. C.—44%. 


244% 


2% 
Up to 75% reduction of 2% pre- 
mium tax for investments in 
Tennessee securities. 
Ww. C.—4% 


3.85% 
C.aduated to 1.1% according 
to amount of local investments. 
Additional 14% tax for support 
of Fire Insurance Division Fund. 


24% 
2% 
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Foreign Companies 
Virginia 2.75% 
W. C.—214% 
Washington 2% 
West Virginia 2% 
%% of 1% plus 2% Fire De- 
partment Tax. 
Casualty —2% 
Wyoming 2%% 


Table 2 summarizes the domestic com- 
pany exemptions and rate differentials in 
favor of domestic companies. 


TABLE 2 
ELeMENTs Favorinc Domestic CoMPANIES 
Domestic Company Exemptions 
All domestic companies (both mutual and stock) 
are exempt from state premium taxes (other than 


special workmen’s compensation and fire 
or fire department levies) in: 


Arkansas 

Florida 

Illinois (pay capital stock tax) 
Indiana (subject to income tax) 
Kansas 


Michigan (pay franchise tax) 

North Dakota 

Ohio (pay franchise tax) 

Oklahoma 

Oregon (subject to corporation excise tax) 
Pennsylvania 


Rate Differentials in Favor of Domestic Companies 


Domestic companies are taxed in the following 
States, but pay lower rates than foreign companies : 


Domestic Foreign 
Alabama 2%% fire & marine 
3% casualty 

Arizona 1% 2% 
Maine 1% 2% 
Massachusetts! 1% 2% 
Mississippi 1%% max. 3% 
Nebraska 2% 
N. Carolina 1% 2%% 
N. Carolina 

W.C. | 1.6% 4% 
S. Carolina 2% 3% 
South Dakota 1 1% 2%% 
Washington 1% 2% 


Other Provisions Favoring Domestic Companies 


The following States’ domestic companies are 
taxed at the same rate as foreign companies; but 
the law contains provisions, as stated, which apply 
to all companies but in practice tend to favor do- 
mestic companies: 


California Principal office deduction (Secs. 
12257 to 12261). 
Colorado No tax if 50% or more of company 
assets invested in local securities 
and property. Sec. 72-1-14. 
1 Massach for a temporary period (1957, 
1958, 1959), assesses both at 2 r cent; but the 


permanent rate on domestic com is one per cent. 
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Michigan Fire—3% 
Casualty—2% : 
W. C.—2% 
Minnesota 2% 
Mississippi 3% 
Missouri 
Montana : 
mars 
Ohio 
urities. 
Pennsylvania 
Rhode Island || 
South Carolina 
South Dakota 
‘Tennessee 
| 
| 
ae 


Graduated tax reduction according 
to percentege of admitted assets 
in speci Georgia investments. 
Sec. 92-318. 

Tax reduced from 3% to 1% if 
25% or more of gross assets are in 
specified Idaho investments. Sec. 
41.804 and 41.808. 


Tax reduced by } if 
mitted assets in ery 
vestments. Sec. 22-1068. 


Domestic premium tax reduced by 
amount of ad valorem taxes and 
— to \% foreign rate. Sec 


of ad- 
te in- 


Tax reduced if 50% capital in- 
vested in Montana securities. Sec. 
40-1302. 


New Jersey If premiums from business in the 
State exceed 1244% of total pre- 
miums, only 12}4% of total pre- 
miums taxed. Sec. 594. 


2% premium tax reduced if 50% 
assets invested in New Mexico 
investments. Sec. 58-5-1. 

Up to 75% reduction for local in- 


not epply to 
C. 4% tax. Sec. 1248.4 


Graduated reduction, depending 

on proportion of total assets in- 

vested in Texas securities to 

amount of total assets invested in 

similar securities in State in which 

the highest percentage of com- 
y’s assets are invested. Aris. 
4 and 7469. 


Rating rules permit the loading of the 
premium to cover the tax. Thus, in theory 
at least, the burden of the tax is passed 
on to the insured in his premium. Because 
certain costs, such as agents’ commissions 
are based upon the gross premium, it 
takes a rate loading of slightly less than 
1¥%4 per cent to recover a one per cent 
tax. 


Montana 


New Mexico 
Tennessee 


Texas 


State Income Taxes 


Property insurers usually are not sub- 
ject to state income taxes. The premium 
tax, having preempted the field at a date 
preceding the adoption of state income 
taxes, is usually in lieu of such taxes. The 
premium tax has the advantage to the 
state of yielding a stable income because 
premium volume varies less than net in- 
come. Over long periods of time the 
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average underwriting gain for property 
companies is only about 2 per cent of pre- 
miums. Therefore, a 2 per cent premium 
tax will produce more income than a tax 
on net income. 

Companies prefer the premium tax to 
the income tax at the state level since it 
can be loaded into the rate and the 
amount of the tax can be forecast more 
accurately than a net income tax. Further- 
more, annual systems of accounting, upon 
which one must depend for the determi- 
nation of net income, often give a dis- 
torted picture of true net income. 

In the ordinary commercial enterprise 
a sale is a more or less completed trans- 
action. When one buys a hair brush, one 
gives up the price but has the article. The 
question of whether the manufacturer is 
in business at some time in the future is 
of little concern. Not so with insurance. 
Here one deals with a contract to pay 
under stated conditions in an unknown 
and distant future. Company solvency is 
of primary concern. Insurance rates can- 
not contemplate that all losses will occur 
with annual regularity. Abnormal or 
catastrophic losses do occur. Further, in- 
surance accounting provides no reserve 
for such losses. Policyholder surplus 
serves as such a reserve in insurance ac- 
counting. As such it has a somewhat dif- 
ferent connotation from surplus in an 
ordinary business. The gains from opera- 
tions in good years are almost certain to 
be needed in whole or in part to take care 
of the irregular but not completely un- 
anticipated losses of other years. Hence, 
what appears to be a net gain under an 


‘annual system of accounting is, to some 


extent at least, an illusion. The averaging 
principle of carry-backs and carry-overs 
does not completely solve the problem, 
partly because the period is too short to 
coincide with the cycles in the insurance 
field. 

There is also the difficulty of ascertain- 
ing accurately the fiscal year net income 
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of an insurance company. This is inherent 
in all net income taxes, regardless of the 
governmental level of taxation. 

A few states do apply their income tax 
laws to insurance companies, notably 
Idaho, Louisiana, Minnesota, and Missis- 
sippi. In Idaho and Louisiana mutual 
companies are exempt, although the mat- 
ter of exemption in Idaho is currently 
being challenged. 


Fire Marshal Taxes 


One cannot pass the field of state taxa- 
tion of fire and casualty companies with- 
out at least a mention of the fire marshal 
tax. These are taxes at relatively low rates 
levied against fire insurance for the sup- 
port of the office of the State Fire Mar- 
shal. His duties include inspection and 
detection of arson. The levy of such taxes 
upon the premiums of insurance com- 
panies by 19 states assumes that the func- 
tions of this office are of primary benefit 
to fire insurance writers. To the extent 
that the services are efficient, fire com- 
panies do benefit; however, the benefit 
also accrues to the general public. 

If a tax is to be levied against fire in- 
surers for the support of the fire marshal 
office, then the base of the tax should be 
those property coverages with which the 
office is primarily concerned, namely fire 
coverages at fixed locations. It is a little 
difficult to see a logical connection be- 
tween the work of the fire marshal and 
coverages on allied lines, including the 
extended coverage endorsement. Such, 
however, is the case in a number of states. 
The following table summarizes the fire 
marshal tax as applied to foreign com- 
panies: 

TABLE 3 
Marsnat Taxes* 


Florida % of 1%—Fire and Lightning 
at fixed locations. 

Illinois Fire and Allied Lines—} of 1%. 

Indiana Fire and Auto Fire—% of 1%. 

Kansas Fire and Auto Fire—% of 1%. 


2 Rates quoted are the maxima. 


Kentucky Fire—% of 1%. 

Louisiana Fire—1%. 

Maine Fire— of 1%. 

Minnesota Fire and Auto Fire—}% of 1%. 

Mississippi Fire and Auto Fire—4 of 1%. 

Montana Fire and Fire portion of Mul- 
tiple Peril Lines—\ of 1%. 

Nebraska - Fire and Auto Fire—} of 1%. 

North Dakota None 

Ohio Fire and Auto Fire—% of 1%. 

Oklahoma Fire—e of 1%. 

Oregon Fire and Auto Fire and Theft— 
Wof1%. 

South Carolina Fire—o of 1%. 

South Dakota Fire—Mof 1%. 

Tennessee Fire— of 1%. 

West Virginia Fire— of 1%. 


Fire Department Taxes 


Closely allied to the fire marshal tax 
but often included in the fire premium 
tax is the fire department tax. The fol- 
lowing table summarizes the tax by 
states: 

TaBLe 4 
Frre DEPARTMENT Taxes: Pensions, Erc. 
(Both Domestic and Foreign Companies) 
Alabama oy and Allied Lines in Cities 
26,000 to 36,000 — 


170,000 
200,000 —1%% 


Fire premium tax prorated 
among the funds. 


Fire premium tax prorated 
among the funds. 


Fire and Allied Lines and Fire 
Auto—2%. 


Police pension tax—1% on cas- 
ualty in incorporated 
cities (credit against state pre- 
mium tax). 

Firemen’s pension tax—1% in 
incorporated cities and towns on 
Fire, E. C. and Inland Marine 
(Credit against state premium 


1% on Fire and Allied in pro- 


Delaware 


Idaho 25% of premium tax prorated. 


{ 
Ari 
Georgia 


fire—2% 


Only forei 
from 


(Deductib! 
mium Tax). 
Fire and Auto Fire—2%. 
Fire—2%. 


Fire and Allied Lines—2% (Do- 
mestic Only). 

Fire and Lightning—% of 1%. 
Kansas City—2% (Plus various 


other municipal license fees and 
taxes). 


Tax included in Fire and Allied 
lines premium tax. 


Villages of less than 25,000—$5. 


2% tax included in State pre- 
mium tax; not additional. 


a) Foreign Mutual Fire Pre- 
mium Tax distributed. 

b) New York City and Buffalo 
—2% (Foreign Mutual Fire 
exempt). 

° c) 2% on Foreign Fire, except- 

ing mutuals in all cities, 

towns and districts except 

New York City and Buffalo 


Fire and Auto Fire—'% of 1% 
on fire lines in pro areas 
for firemen’s relief; also 1% on 
fire lines in protected areas for 
firemen’s pension fund.* 


Included in Premium Tax. 
75% of Fire Premium Tax dis- 
tributed. 

Fire and Auto Fire—1%. 
Included in Premium Tax. 


None (declared unconstitu- 
tional). 


Fire, Auto Fire—% of 1% of 
Maintenance of Fire Prevention 
Division of the Public Safety 
Department. 


Allocated from Fire Premium 
Taxes. 


Fire, Auto Fire—2% (Included 
in Foreign Premium Tax). 


Siete Pre 


Nebraska 


New Jersey 


New York 


North Carolina 


North Dakota 
Oklahoma 


South Carolina 
South Dakota 


Fees 

It should be noted also that states make 
various assessments, including a fee for 
filing annual statements, company license 
fees, and a publication fee. The amounts 
are not large, but they add to the total 
burden. 


3 The constitutionality of the 1% tax for firemen’s 
pension fund enacted in 1957 is being tested in court. 


_ New Jersey 
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Special Workmen’s Compensation 
Taxes or Assessments 


Of special interest to workmen’s com- 
pensation insurers are the one or more 
special workmen’s compensation funds 
which are supported by taxes or assess- 
ments in some 19 states. The recent en- 
actment of motor vehicle responsibility 
acts in such states as New Jersey and 
Maryland has given rise to special levies 
against automobile insurers for the ad- 
ministration and support of these laws. 
The following table summarizes these 
workmen’s compensation levies: 


TABLE 5 
SpectaL WorkKMEN’s CoMPENSATION TAXES 
(Other than State Premium Taxes) 


Connecticut Second Injury Fund—1% of 
compensation paid. 


Second Injury Fund— of 1% 
of premiums. 


Expense of administration of 
W. C. prorated. 


Second Injury Fund—1% of 
awards for scheduled injuries. 


Second Injury Fund—}4 of 1% 
of compensation paid. 


Second Injury Fund—% of 1% 
of premiums. 


Industrial Accident Commission 
Special Maintenance Tax—pro- 
rated among ery self-in- 
surers and State Fund. 


Security Fund for unpaid awards 
not to exceed 1%. 

Industrial Administration Fund 
—not to exceed 134%. 


W. C. Administration Fund— 
Expenses prorated. 
a) Second Injury Fund—1% of 
compensation paid. 
b) W. 
rated. 


Delaware 
Georgia 
Idaho 
Indiana 
Kentucky 


Maryland 


Minnesota 
Montana 


Mississippi 


C. Maintenance—Pro- 


c) W. C. Security Fund—1%. 


New Mexico ¥ of 1% of Premiums for safety 
devices. 


a) W. C. Security Fund—1% 
payable into the mutual fund. 
(revolving fund.) 


b) W. C. Maintenance—pro- 
rated. 


New York 


t 

Illinoi 
Louisiana 

Mississippi 

Missouri 

s 

Vermont 
3 

Washington 
Wisconsin 

| 
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c) W. C. 
Fund—1 


d) Special Fund for Disability 
Benefits Administration— 
Prorated. 


Workmen’s Compensation Se- 
curity Fund—1% of net written 
premiums. 


Second Injury Fund—2% of 
compensation paid. 

W. C. Security Fund—1% of 
net premiums. 

Second Injury Fund—1% of 
gross direct premiums. 

Second Injury Fund—\ of 1% 
of compensation paid. 

W. C. Security Fund—1% of 
earned premiums. 


Municipal Taxes 


Most state statutes provide that the 
premium tax shall be in lieu of all other 
taxes except ad valorem taxes on property 
and certain other specific state levies. 
However, about eleven states permit 
either limited or unlimited taxing powers 
against insurance companies and their 
agents. The situation is vexing and has 
reached its height in Kentucky where 
some municipal taxes exceed 20 per cent 
of the premium. To enumerate the vari- 
ous municipal taxes would be far beyond 
the scope of this article. 


Retaliatory Laws 


All but a handful of states have retalia- 
tory legislation. These laws are not in- 
tended as revenue producing measures 
but are a device used by the states to pro- 
tect their companies from excessive tax- 
ation when operating in other states. In 
general they provide that when by the 
laws of another state, taxes, fees, fines, 
penalties, licenses, or other material ob- 
ligations in the aggregate are in excess of 
those imposed upon the companies of a 
state, that state may require companies 
of the offending state doing business in its 
jurisdiction to pay the difference between 
its aggregate burden and those imposed 
upon its companies in the other state. 

The retaliatory laws have been an ef- 


ial Disability 


Wisconsin 


fective means of preventing the total tax 
burden upon insurance companies in one 
state from getting far out of line with 
other states. A state that might wish to 
sharply increase its tax burden would sub- 
ject its domestic companies to retaliatory 
burdens in other states which burden 
might far outweigh the increased taxes 
collected at home. 

In five states, where codes are now be- 
ing revised, some insurance interests have 
been desirous of making the application 
of the retaliatory law optional with the 
commissioner. It seems reasonable to as- 
sume that the insurance interests that are 
advocating this optional provision are 
domiciled in states with a high aggregate 
burden. They hope to avoid retaliatory 
taxation in other states. Such is under- 
standable. However, in weakening the 
retaliatory laws there is a danger of de- 
creasing the effectiveness of this deterent 
to higher taxes on an already over-taxed 
business. Furthermore, such a proposal 
puts the insurance commissioner in the 
middle between companies desiring to 
escape the consequences of retaliatory 
taxes and the state auditor desiring to 
squeeze the last penny out of existing tax 
laws. 


Federal Taxation 


Of major concern to the property insur- 
ance industry are the provisions of the 
Federal income tax law. Since stock and 
mutual companies are taxed differently, 
these provisions have often been under 
attack. Prior to 1942 mutual companies 
were in effect exempt from Federal taxa- 
tion. The provisions of the Internal Rev- 
enue Code affecting the taxation of such 
companies have existed since 1942 with- 
out important substantive changes. 


Mutual Companies 

Mutual property insurance companies 
are taxed under Sections 821, 822, and 
823 of the Internal Revenue Code of 1954, 
as amended in 1955. 


Oklahoma i 
Pennsylvania 
Rhode Island 
South Dakota 
: 
Wwe, 
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These sections provide that a mutual 
company shall pay taxes at regular corpo- 
rate rates on the basis of net taxable in- 
vestment income from rents, interest, 
dividends, royalties, and non-related busi- 
ness income plus net realized capital 
gains, or on the basis of one per cent of 
gross income—whichever method pro- 
duces the greater tax. Gross income is de- 
fined as net premiums written less policy- 
holder dividends, plus net taxable invest- 
ment income. 

Under Section 501 (15), mutual prop- 
erty insurance companies and reciprocals 
whose total income from rents, interest, 
dividends, etc., and premiums does not 
exceed $75,000, are exempt. 


Stock Companies 


Stock property insurance companies 
are taxed under Sections 831-832 of the 
Internal Revenue Code of 1954. These 
sections provide that a stock company 
shall pay taxes at regular corporate rates 
on net taxable income from all sources, 
less policyholder dividends. Such income 
includes net taxable income from rents, 
interest, etc., and net realized capital 
gains, plus underwriting income, less 
policyholder dividends. 


Varying Effects of the Tax 


As the result of the different basis of 
taxation for stock and mutual property 
insurance companies, the stock company 
will pay a greater tax in years of under- 
writing gains. This is true as they are 
liable not only for the tax on investment 


transactions, as are mutuals, but are also - 


subject to a tax on underwriting gains, 
less policyholder dividends. 

In years in which a stock company has 
an underwriting loss (after deducting 
policyholder dividends), this loss may be 
deducted from income on investment 
transactions; and the tax will be paid at 
corporate rates on the net difference. In 


tax 


such years the mutuals will pay the higher 


In other words, mutual companies pay 
taxes regardless of underwriting results; 
and this tax is never less than corporate 
rates on net taxable investment trans- 
actions. It may be more than this amount. 
If one per cent of gross income produces 
a greater tax than corporate rates on. in- 
vestment transactions, then the one per 
cent basis prevails. A stock company, on 
the other hand may pay less than corpo- 
rate rates on investments, i.e., when un- 
derwriting losses are subtracted from in- 
vestment income. 

In recent years, with the rise in interest 
rates, the larger advance premium mu- 
tual companies have generally been pay- 
ing on the investment basis, whereas 
most’ assessment companies and some of 
the smaller advance premium companies 
with small investment funds pay on the 
one per cent basis. The presence of the 
one per cent floor limits the effective 
ability of a mutual company to invest 
heavily in tax-exempt securities, with the 
result that the dividing line between the 
taxes at corporate rates on investment 
transactions and the one per cent gross 
method is close. Companies may pay on 
one basis one year and the alternative 
basis the next. 

Much propaganda has been issued by 
opponents of mutual insurance over the 
exemption section of the Code. The facts 
are that most of the companies exempted 
would not be subject to a tax if taxed 
like a stock company. This is because 
exempt companies are almost exclusively 
assessment companies. Under the assess- 
ment method of operation there is gen- 
erally a close relationship between losses 
and expenses on the one hand and assess- 
ments on the other. Only about 3 per 
cent of the total mutual premium volume 
is written by exempt companies. 


Summary 
This paper is not-an exhaustive treat- 
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ment of property insurance company tax- 
ation. Many details have been omitted in 
the interest of comparative simplicity. 
References to certain additional special 
taxes and assessments have been left out. 
It is hoped that the article may achieve 
the purpose of demonstrating that prop- 
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erty insurance companies are subject to a 
variety of levies and that there are wide 
variations in the taxes levied by the vari- 
ous states. It should also be clear that in- 
surance is a heavily taxed major economic 
enterprise. 
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INSURANCE AND THE ANTITRUST LAWS 


Vicror R. HANSEN 


Assistant Attorney General of the United States 


The importance of insurance in the na- 
tional economy furnishes the basis for the 
belief of the members of the Antitrust 
Division of the Department of Justice that 
unnecessary interference with the busi- 
ness of insurance should be avoided. On 
the other hand, due to the definite public 
interest involved, safeguards must be 
taken for the public’s interest and safety. 
In addition to understanding the special 
problems of insurance, those persons en- 
gaged in any phase of insurance should 
be aware of the part played by the anti- 
trust laws in this country’s free enterprise 
system. 

The Sherman Act 

This discussion might best begin with 
an examination of the basic antitrust law 
of the United States—the Sherman Act. 
It is the role of the Sherman Act to in- 
sure economic liberty. It is designed pri- 
marily to maintain the conditions of free 
enterprise. It represents the expression 
of a deeply rooted American tradition 
against the domination of economic life 
by monopoly. It sets forth in unmistak- 
able terms the principle that in a free 
market, enterprise and initiative shall 
have opportunity to compete without fear 
of restraint by combination, and without 
fear of reprisal by monopoly methods. 

The Sherman Act asserts the faith of 
this country in the capacity and desire of 
private initiative to foster economic de- 
velopment. If opportunity is present for 
enterprise to produce new ideas and new 
services and to enter the market and com- 
pete on equable terms, the best interests 


of the entire economy will be promoted. 

Basically there are two types of conduct 
that are outlawed by the Sherman Act— 
concerted action by two or more people 
to restrain trade, and monopolizing by 
one person or a group of people. In the 
words of the Act: “every contract, com- 
bination in the form of trust or otherwise, 
or conspiracy in restraint of trade” is 
illegal and “every person who shall mon- 
opolize, or attempt to monopolize, or com- 
bine or conspire with any other person or 
persons to monopolize” trade shall be 


deemed guilty of a misdemeanor.! 


Section 1 of the Act hits at actions or 
activities engaged in by at least two peo- 
ple if interstate commerce is involved. 
The evil that Congress was seeking to 
prevent by this Section was the joint action 
of separate persons, firms, or corporations 
which result in. restraint of trade. The 
form of concerted action is immaterial, 
and Congress used the broadest words it 
could to strike down any joint action 
which restrained trade. Although at the 
time the Act was passed the so-called 
trust was the favorite business device for 
achieving joint action, the Sherman Act 
forbids combination “in the form of trusts 
or otherwise,” together with contracts and 
conspiracies to restrain trade. 

The second Section hits at a different 
type of offense—monopolizing. This can 
be done by one person and does not re- 
quire the joint activity of independent 
entities. There may be lawful monopolies, 


126 Stat. 209 (1890), as amended, 15 U.S.C. 


{ 1 et seq. (Supp. IV, 1957). 
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such as those growing out of valid pat- 
ents, and there may be other monopolies 
which are not unlawful. But the Sherman 
Act is violated when someone acquires or 
maintains a monopoly over a part of inter- 
state commerce. 

The constitutional provision giving the 
Federal government the power to regu- 
late interstate and foreign commerce pro- 
vided the basis for the enactment of the 
Sherman Act. This means that the Act can 
only be applied where interstate or for- 
eign commerce is involved. 


Insurance as Commerce 


The Supreme Court's interpretation of 
what constitutes interstate commerce has 
changed considerably, just as commerce 
itself has changed over the years. Prior to 
1944 the business of insurance was not 
considered to be subject to the authority 
which Congress derives from the Com- 
merce Clause of the Constitution. This ex- 
emption stemmed mainly from the ruling 
in Paul v. Virginia,? in 1869. An out-of- 
state insurance company had challenged 
Virginia’s right to make it post a bond 
before issuing policies to Virginia citi- 
zens. The Supreme Court held that in- 
surance policies were not articles of com- 
merce; and, therefore, state regulation did 
not interfere with any Federal authority. 

In the 70 years which followed the Paul 
decision, the states exercised varying de- 
grees of regulation and supervision. De- 
spite this, by 1942 the national insurance 
scene was characterized by concerted ac- 
tivities and restraints on competition 
which the states were either unwilling or 
unable to cope with. In fact, the Attorney 
General of Missouri requested the De- 
partment of Justice to intervene after his 
own attempts to deal with rate-fixing con- 
spiracies had failed. This complaint, to- 

279 U.S. (8 Wall.) 168 (1869). 

3 Joint Hearings before Subcommittees of Com- 
mittees on the Judiciary on S. 1362, H.R. 3269 


and H.R. 3270, 78th Cong., Ist and 2d Sess. 25 
(1943-1944). 


gether with other complaints as to boy- 
cotts and other coercive activities in the 
southeastern states, resulted in the test 
case of United States v. South-Eastern 
Underwriters Association.‘ 

The membership of the South-Eastern 
Underwriters Association, 198 private 
stock fire insurance companies and 27 
individuals, had been indicted for con- 
spiring to violate Sections 1 and 2 of the 
Sherman Act. It was charged in the in- 
dictment that the member companies of 
the Association controlled 90 per cent 
of the fire insurance and allied lines sold 
by stock fire insurance companies in six 
states. The conspirators not only fixed 
premium rates and agents’ commissions, 
but employed boycotts and other types 
of coercion and intimidation to force non- 
member insurance companies into the 
conspiracies and to compel persons who 
needed insurance to buy only from As- 
sociation members on Association terms. 
Non-member companies were cut off from 
the opportunity to reinsure their risks, and 
their services and facilities were dispar- 
aged. Those independent sales agencies 
who continued to represent non-Associa- 
tion companies were punished by a with- 
drawal of the right to represent Associa- 
tion members. Persons purchasing insur- 
ance from non-Association companies 
were threatened with boycotts and with 
withdrawal of all patronage. Inspection 
and rating bureaus and locai groups of 
insurance agents policed these conspira- 
cies. 

The conspirators defended on the 
ground that they were not required to 
conform to the standards of business con- 
duct established by the Sherman Act be- 
cause the business of fire insurance was 
not commerce. The United States District 
Court in Georgia upheld this defense on 
the authority of the Paul case. The Su- 
preme Court reversed this decision, how- 
ever, and held: 


#322 U.S. 533 (1944). 
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No commercial enterprise of any kind 
which conducts its activities across state 
lines has been held to be wholly beyond 


the regulatory power of Congress under the 
Commerce Clause. We cannot make an 
exception of the business of insurance.® 


Determined efforts were made immedi- 
ately to persuade Congress to overrule the 
effects of the South-Eastern Underwriters’ 
case and to exempt insurance from the 
antitrust laws. Instead of taking such 
action, Congress passed the McCarran 
Act,® assuring that state regulation would 
continue unimpaired, but on terms de- 
signed to evolve a coordinated system of 
state and federal control. 

The Act provided for a three-year par- 
tial moratorium for the insurance business 
from the operation of the Federal Anti- 
trust Laws so that the states would have 
time to draft regulatory measures. At the 
termination of this moratorium, the Sher- 
man and other antitrust acts became ap- 
plicable to the business of insurance “to 
the extent that such business is not reglu- 
lated by state law.”* Thus the McCarran 
Act, recognized that some practices which 
are usually forbidden to businessmen, 
such as rating bureaus, may be essential 
to sound insurance. It declares such prac- 
tices lawful if state regulations are en- 
acted to cover them. 

Responding to the invitation in the 
McCarran Act, almost all the states en- 
acted new provisions regulating the busi- 
ness of insurance. These laws, in general, 
permit cooperative rate making through 
licensed rating bureaus. However, they 
incorporate certain provisions designed 
to preserve competition and to correct the 
abuses which brought about the Supreme 
Court’s decision in the South-Eastern 
Underwriters’ case. 

The general pattern of the state legisla- 

5 Id. at 553. 

®59 Stat. 33 (1945), 15 U.S.C. §§ 1011-1015 
(1952). 

715 U.S.C. § 1012 (b) (1952). 


tion enacted during the moratorium es- 
tablishes the following principles: 


(1) Reasonable competition in the in- 
surance industry is neither prohibited nor 
discouraged. 

(2) Uniformity in rates and rating sys- 
tems is permitted but not required. 

(3) No insurance company is required 
to become a member or subscriber of any 
rating bureau. 

(4) Independent rate filings and rate 
deviations are permitted. 

Recently there have been attempts in 
several states, either by proposed legisla- 
tion or by state regulation, to require 
complete uniformity in rates and policy 
forms. Without expressing any opinion as 
to the merits or validity of any specific 
state action, it seems clear to the writer 
that to the extent that the state imposes 
strict conformity upon the insurance in- 
dustry and eliminates or greatly restricts 


- the areas for independent action in rates 


and methods of operation, to that extent 
the underlying purpose of the McCarran 
Act—which is to preserve and protect 
healthy competition in the insurance in- 
dustry—becomes undermined. 

In addition to the coercive actions of 
lenders and insurance boards, to be dis- 
cussed later, the Antitrust Division is con- 
cerned with acts of coercion, intimidation, 
and boycott in the activity of rating bu- 
reaus and their associated advisory bodies. 
However, the Division has no intention 
of encroaching upon those matters which 
are properly state regulatory problems; in- 
stead, it is intended to assist those in the 
insurance field by pointing out pitfalls 
and areas of possible violation. 

A writer® recently described the an- 
tagonism of some rating bureaus toward 
attempts of their members or subscribers 


to deviate from the established rates and 


Journal (1954), p. 192. 
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to pass on to the insuring public the re- 
sults of economies in operation. If car- 
ried too far, such conduct may be re- 
garded as coercive and be interdicted by 
the antitrust laws. Examples of unreason- 
able interference with the right of an in- 
surer to act independently in the matter 
of rates and rating practices might include 
harassing iitigation, collective pressure 
upon lenders not to accept the policies of 
deviating companies, and collective at- 
tempts to deny the insurer access to sta- 
tistical and rating services generally avail- 
able to other insurers. 

With respect to these rating bureaus 
and their advisory bodies, it should be 
noted that when an out-of-state insurance 
organization recommends the adoption of 
rates or standardized provisions in insur- 
ance underwriting in a state in which it 
has not filed as a rating bureau or as an 
advisory body, it may be engaged in 
illegal activities; and the acceptance of 
these recommendations by the local rating 
bureau may result in illegal price-fixing or 
other unreasonable restraints of trade. 

Finally, state regulation means consti- 
tutionally-valid regulation. With respect 
to some states, the question may be raised 
as to whether the grant of what can be 
considered governmental power to the 
private rating bureaus is so great as to 
be invalid on constitutional grounds. This 
question emphasizes the importance of 
supervision by the state insurance depart- 
ment over the activities of the private 
rating bureaus. A good example of effec- 
tive supervision of this kind is a recent 
decision by the New York Insurance De- 
partment in which it recognized the right 
of an insurer to withdraw from a rating 
bureau and to file independent rates which 
are lower than the bureau rates. The Su- 
perintendent of Insurance referred to the 
state laws permitting cooperative rate 
making and noted that 
in permitting this combination through rat- 
ing bureaus, it was not intended to destroy 


Insurance and the Antitrust Laws 43 


competition and to make rates uniform. . . . 
Absent a threat to its solvency, a company 
has a right to compete in the market not 
only as to rates but also as to methods of 
merchandising, regardless of whether they 
are novel or merely modifications or exten- 
sions of existing patterns.® 


Antitrust Cases 


The antitrust cases which have been 
instituted by the Government in the in- 
surance field since the passage of the 
McCarran Act have been under Section 
3 (b) of the Act which provides that: 

Nothing contained in this Act shall 
render the said Sherman Act inapplicable 
to any agreement to boycott, coerce, or 
intimidate, or act of boycott, coercion, or 
intimidation. 

This wording is directly derived from the 
Supreme Court’s conclusion in the South- 
Eastern Underwriters’ case that “no states 
authorize combinations of insurance com- 
panies to coerce, intimidate and boycott 
competitors and consumers in the manner 
here alleged.”*° Thus, it is clear that 
coercion, intimidation, and boycott re- 
main subject to the Sherman Act irre- 
spective of state regulation and super- 
vision. 

Liberty National Life Case 


In 1954 a consent decree terminated 
the case of United States v. Liberty Na- 
tional Life Insurance Co."' The Antitrust 
Division’s complaint in this case charged 
the insurance company and two subsid- 
iaries with conspiring to restrain and to 
monopolize, with attempting to monopo- 
lize, and with actually monopolizing com- 
merce in funeral merchandise and burial 
insurance. The defendants had entered 
into contracts under which the funeral 
director agreed to purchase all of his fu- 
~ ° Opinion and Decision of Superintendent of In- 
surance of State of New York, in the matter of 
the Independent Rate Filing for Dwelling Classes 
by The North America Companies 5-6 (Septem- 
ber 4, 1957). 

10 322 U.S. 533, 562 (1944). 
"1! Civil No. 7719-S, D.C. Ala. (June 29, 1954). 
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neral supplies through Liberty National 
and not to service funerals for policy- 
holders of competing burial insurance 
companies. In return, Liberty National 
granted exclusive franchise rights within 
a specific territory to its contract under- 
takers and agreed that it would not con- 
tract with any other undertaker to service 
Liberty National burial insurance policies 
in such exclusive territories. The pro- 
visions of the consent decree are designed 
to end these restrictive arrangements and 
to restore competitive conditions in the 
sale of burial insurance and funeral mer- 
chandise in Alabama. 


Investors Diversified Services Case 


United States v. Investors Diversified 
Services,'* which was terminated by a 
consent judgment in 1954, is one of the 
Division’s most widely publicized cases. 
The complaint charged that I.D.S., one of 
the largest residential mortgage companies 
in the United States, had entered into 
agreements with its residential mortgage 
loan borrowers which illegally required 
the borrower to agree that all property in- 
surance maintained on the property se- 
cured by the mortgage would be written, 
placed, and sold by the mortgagee. 

These coercive tie-in agreements had 
four results: 


(1) The owner of the residential prop- 
erty who obtained a mortgage loan was 
prevented from placing his property in- 
surance with insurance agents and com- 
panies of his own choice; 

(2) Insurance agents and brokers who 
normally would compete with the mort- 
gagee were prevented from competing for 
the sale of property insurance on property 
mortgaged to the lender; 

(3) Insurance companies, other than 
those selected by the lender, were fore- 
closed from free access to a substantial 
market for property insurance; and 

(4) Borrowers were prevented from ob- 


12 Civil No. 3713, D.C. Minn. (June 30, 1954). 


taining property insurance at rates which 
might have been lower than those avail- 
able through the mortgagee. 

The consent judgment terminated the 
agreements which gave the defendants an 
exclusive right to place property insur- 
ance. It prohibits similar agreements in 
the future. Further, it requires mortgagees 
to inform loan applicants and existing 
mortgagors of their right to select insur- 
ance of their own choice. This judgment 
recognizes that mortgage lenders have a 
right to insurance from a reputable and 
reliable insurance company. To protect 
the legitimate interest of the defendants 
on this score, the judgment permits them 
to require that property insurance be writ- 
ten by a company acceptable to them, so 
long as their standards of acceptability 
are not unreasonable, arbitrary, or dis- 
criminatory. It likewise enables the de- 
fendants to place or write insurance on 
property mortgaged to them if the bor- 


_rower improperly fails to tender within a 


reasonable time the type of policy judged 
acceptable under the foregoing standards. 

The Supreme Court has said that tie-in 
agreements “serve hardly any purpose be- 
yond the suppression of competition.” 1* 
Because of their inherently anti-competi- 
tive nature, coercive insurance tie-in con- 
tracts are, in the view of the Department 
of Justice, prima facie unreasonable re- 
straints of trade. They are illegal unless 
they can be shown to be reasonable under 
the peculiar and particular facts in each 
individual case. This has been repeatedly 
called to the attention of the public, and 
those lenders who persist in denying their 
borrowers access to the competitive in- 
surance market unreasonably will invite 
litigation. 
Insurance Board of Cleveland Case 

In August, 1956 a district court opinion 
was rendered in the case of United States 
v. Insurance Board of Cleveland.1* The 


18 337 U.S. 293, 305 (1949). 
14144 F. Supp. 684 (1956). 
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Board, with a membership of 452 insur- 
ance agents, accounted for about 85 per 
cent of all fire insurance written in the 
Cleveland, Ohio area. The complaint 
alleged that the Board conspired with its 
members to restrain and monopolize inter- 
state commerce in the business of selling 
and writing fire insurance in that area 
through the operation of certain rules 
which constituted illegal boycotts. Ac- 
cording to the complaint, these boycotts 
were used against non-member agents and 
companies, against deviating companies 
or those returning any part of the pre- 
mium as dividend or allowance, against 
mutual companies, and against companies 
selling insurance directly to the public 
through branch offices. Upon cross-mo- 
tions for summary judgment the court 
said, with respect to the last rule listed 
above: 


The Direct Writer Rule is a group refusal 
to deal, which relies upon coercion to effec- 
tuate its purpose, and, under the authorities 

. , it must be held to impose an unrea- 
sonable restraint of competition in inter- 
state commerce.!5 


The Government contended that each 
of these rules of the Board constitutes an 
agreement to boycott and as such is illegal 
per se. This means that it falls within that 
class of practices which have been found 
by the courts to be so inherently unreason- 
able and so destructive in their effect upon 
competition that they are forbidden as a 
matter of law. Price-fixing is a well-known 
example of such per se illegality. The de- 
fendent Board conceded in effect that the 
rules were concerted refusals to deal but 
argued that they must be proven to be 
unreasonable before they could be held 
to be illegal. The court agreed with the 
defendants and held that the “rule of 
reason” must be applied in a subsequent 
trial in order to test the legality of the 
Board’s rules. 

No decision was reached by the Court 


15 Id. at 702. 


as to the other restrictive rules of the 
Board, either because certain ones were 
discontinued after the case was filed or 
because there were disputes of fact as to 
the effects of other of these rules on com- 
petition, also to be decided after a trial. 
New Orleans Insurance Exchange Case 

The Antitrust Division’s complaint in 
United States v. New Orleans Insurance 
Exchange '* was similar to that against 
the Cleveland Board. The Exchange, a 
private association of 130 insurance agen- 
cies, which controlled approximately 
three-fourths of the fire, casualty, and 
surety insurance business in the New 
Orleans area, was charged with violations 
of Sections 1 and 2 of the Sherman Act. 
In the words of the court: 


The group boycott is effected through a 
series of by-laws of the Exchange by which 
members thereof agree to boycott any 
stock company which plants through any 
except Exchange agents in the New Or- 
leans area, to boycott any stock company 
which sells directly to the public, to boy- 
cott mutual companies irrespective of how 
or by whom the insurance is sold, and to 
boycott nonmember agencies so that the 
facilities of companies planting exclu- 
sively through Exchange outlets are denied 
such agents.?7 
The Exchange argued, among other 

things, that its restrictive by-laws were 
intended to protect the American agency 
system. The court, however, said that 
these assertions of good intent were also 
subject to considerable question. The evi- 
dence showed that mutual companies who 
are not direct writers also use the Amer- 
ican agency system. In fact, all of the 
Government’s witnesses were mutual 
agents who are a part of the American 
agency system. Moreover, until 1950 there 
was an Exchange by-law which applied 
the boycott against participating stock 
companies using the American agency 
system, irrespective of their willingness to 
~ 16 148 F. Supp. 915, aff'd, 355 U.S, 22 (1947). 
17 Id. at 917. 
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submit to Exchange control. Although the 
by-law was repealed in 1950, the evidence 
showed that the boycott continued. The 
court concluded that the reason for the 
boycott of mutual, as well as participat- 
ing stock companies, is not the protection 
of the American agency system, but the 
prevention of a possible reduction in 
agency commissions caused by reduction 
in cost of insurance to the public. 

In its decision rendered in February, 
1957, the court held that this illegal 
group boycott must be destroyed. This de- 
cision has been affirmed by the Supreme 
Court. 


Baton Rouge Insurance Exchange 


On June 27, 1958 a civil action '* was 
filed in the District Court in New Orleans 
charging the Baton Rouge Insurance Ex- 
change with conspiring with its members 
to restrain trade in and to monopolize the 
business of selling and writing fire, cas- 
ualty, and other insurance in East Baton 
Rouge Parish, Louisiana. A consent judg- 
ment was entered the same day, eliminat- 
ing restraints of trade of a type which 
were found to be illegal by the Court in 
the New Orleans case. 

Restrictions on Merger Activity 

Current merger activity in many fields 
is receiving an increasing amount of at- 
tention from the Antitrust Division be- 
cause such activity has a major impact on 
the competitive structure of the American 
economy. While there are undoubtedly 
a number of causes that encourage merger 
activity in the insurance field, only a few 
will be discussed here. 

Due to losses in the casualty insurance 
field, some companies in this area are 
spreading into other lines of insurance in 
an effort to obtain additional sources of 
revenue. Multiple-line legislation also is 
affecting the structure of competition in 
the insurance field. Economy is achieved 


18 United States v. Baton e Insurance Ex- 
change, Civil No. 2088, E.D. La. (June 27, 1958). 


when a single insurer is able to write a 
combination of risks in the same policy— 
such as the homeowners type. However, 
if the ability to write such full lines is ob- 
tained by purchasing small, specialized 
companies, a serious threat to competition 
may be posed. Multiple-line legislation 
also had the effect of forcing small com- 
panies out of existing insurance markets 
because of the increased capitalization 
and surplus requirements for the writing 
of such coverage. The inability of the 
smaller companies to write the popular 
lines may result in mergers of these com- 
panies to avoid their being put out of 
business. 

When the passage of the Sherman Act 
in 1890 proved ineffective as a means of 
halting the wave of mergers at the end 
of the 19th Century, Congress in 1914 en- 
acted the Clayton Antitrust Act. After 
further amendments in 1950, Section 7 of 
this Act became the Antitrust Division’s 
main weapon against illegal mergers and 
acquisitions. By the terms of this Section, 
acquisitions may be unlawful if “in any 
line of commerce in any section of the 
country, the effect of such acquisition may 
be substantially to lessen competition.” 

Whether Section 7 of the Clayton Act 
is applicable to a. merger or acquisition in ~ 
which an insurance company is involved 
depends upon two factors. The first of 
these relates to the nature of the merger 
or acquisition being consummated. The 
McCarran Act exemption applies only to 
the business of insurance. It has no appli- 
cation to stock or asset acquisitions by an 
insurance company in an unrelated busi- 
ness. Thus, while under pertinent state 
laws an insurance company may purchase 
the stock or assets of a competing insur- 
ance company, the Section 7 tests would 
be applicable if the same company were 
to make a similar acquisition of the stock 
or assets of a savings and loan association. 


1964 Stat. 1125 (1950); 15 U.S.C. 18 
(1953). 
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The second factor is concerned ‘with 
whether the state has enacted insurance 
laws covering the merger transaction. The 
McCarran Act provides that the antitrust 
laws shall apply to the business of insur- 
ance “to the extent that such business is 
not regulated by State law.” Mergers or 
acquisitions of insurance companies in 
those states which have not enacted any 
regulations governing them are, of course, 
fully subject to the restrictions of Section 
7. Insurance mergers are not regulated in 
the sense that the term is used in the 
McCarran Act because the general corpo- 
ration code of a state permits all cor- 
porations within the state to merge with 
or acquire the assets of other corporations. 
The absence of similar provisions in the 
insurance regulations of a state would 
indicate that there is no intent to exempt 
the merger activity of its insurance com- 
panies from the antitrust laws. 

A minority of states have passed insur- 
ance laws designed to deal with the types 
of interlocking controls which are for- 
bidden by the Clayton Act. Among these 
are California, Connecticut, Illinois, In- 
diana, Massachusetts, New Hampshire, 
New Jersey, New York, Pennsylvania, and 
Washington. In some states, such as Ten- 
nessee, this subject is covered in the Fair 
Trade Practice Law. These laws usually 
provide that purchases of other company 
stock are authorized unless competition 
would be substantially lessened or mon- 
opoly be created thereby. 

The legislative history of the McCarran 
Act! supports the view that Congress 
did not intend for state regulation to ex- 
empt the business of insurance from the 
antitrust laws if the state fails to enforce 
adequately its regulations. If this view is 
correct, Section 7 would apply to insur- 
ance mergers in a state where the in- 
surance commissioner or other authority 
failed to enforce his merger statutes. 


2191 Cong. Rec. 1488 (1945); 15 Law & Con- 
temp. Probs. 478 (1950). 
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‘ Some ‘doubt has been thrown upon the 
view just stated. In the recent case of 
the Federal Trade Commission v. Na- 
tional Casualty Co.” one of the points at 
issue was whether the FTC has the au- 
thority to issue cease and desist orders 
against certain health and accident insur- 
ance companies for alleged false and mis- 
leading advertising when the states have 
enacted legislation covering such practice. 
The Federal Trade Commission’s argu- 
ment “that a general [state] prohibition 
designed to guarantee certain standards of 
conduct is too ‘inchoate’ to be ‘regulation’ 
until that prohibition has been crystallized 
into ‘administrative elaboration of these 
standards and application in individual 
cases’” was rejected in the following words 
by the Supreme Court: “However, assum- 
ing there is some difference in the Mc- 
Carran-Ferguson Act between ‘legislation’ 
and ‘regulation,’ nothing in the language 
of that Act or its legislative history sup- 
ports the distinction drawn by peti- 


tioner.” 


Recognition 

The Antitrust Division is naturally 
pleased when a segment of the insurance 
world lets it know that its efforts are rec- 
ognized and appreciated. Such recog- 
nition recently occurred at the mid-year 
meeting of a national insurance associa- 
tion in the form of a resolution, a portion 
of which states: 


WHEREAS, the steps taken [by the 
Antitrust Division] and which are continu- 
ing to be taken have been successful in 
securing for thousands of property owners 
throughout the United States the right to 
place such property insurance in insurance 
companies and through agents of their own 
selection, with consequent advantages to 
the policyholders. 


NOW THEREFORE: 

BE IT RESOLVED, that the Board of 
Directors of the National Association of 
~ 98 357 U.S. 560 (1958). 
23 Id. at 564-565. 
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Mutual Insurance Agents, at its semi-annual 
meeting in Louisville, Kentucky on this 
llth day of May, 1958, does hereby com- 
mend and congratulate the Department of 
Justice on the success of its undertaking, 
and expresses on behalf of its 8000 mem- 
bers and their thousands of employees its 
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appreciation for the successful results at- 
tained, and its hope that the interests of 
property owners will in like manner con- 
tinue to be safeguarded. . . .*4 

* Letter to Attorney General from Claude P. 
Coates, President, National Association of Mutual 
Insurance Agents (June 4, 1958). 
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A REGULATOR FACES THE FACTS 


JoserH F. Gerser 


Director of Insurance for the State of Illinois 


This is a dynamic world which is sub- 
ject to constant change. The insurance 
business and the regulation of it are sub- 
ject to even greater changes because of 
the nature of the business. In spite of 
this fact there are many who believe that 
those in the business and those regulat- 
ing it can bury their heads in the pro- 
verbial sand, hoping that critical condi- 
tions and unfavorable circumstances will 
disappear into thin air. There are many 
who have adopted a philosophy of play- 
ing it safe. 

In spite of what some individuals may 
believe possible, a regulator of insurance 
cannot play it safe. He must face the facts 
from day-to-day. He must be concerned 
with rates, markets, solvency of com- 
panies, investments, policy forms, agents’ 
commissions, and other problems which 
grow out of the insurance business. Since 
the entire system of state regulation lives 
in a glass house, the commissioner's po- 
sition is not a particularly happy one 
today. He is eventually placed in the un- 
enviable position of being criticized for 
increases in rates, for a lack of insurance 
markets, for the insolvency of some com- 
panies, for maintaining too high a degree 
of uniformity in rates or coverage, or for 
being much too soft in the regulation of 
the industry. 

On the other hand the commissioner is 
sometimes criticized by people in the in- 
surance industry for a lack of uniformity 
and for regulating too severely. Within 
the past year there have been several 


occasions where members of the indus- 
try have accused the commissioners of 
strangulation of the business instead of 
carrying on the functions of regulation. 
In the meantime the commissioner stands 
between the industry and the citizens of 
the state, hoping that in spite of the mul- 
tiple problems in the business he can keep 
the companies solvent and the public in- 
formed and satisfied. 


Views on Possible Federal 
Regulation 

The Federal government, through its 
duly authorized committees and subcom- 
mittees, has become extremely active in 
the attempt to determine whether or not 
the regulatory bodies of the 48 states are 
performing their functions effectively and 
whether the insurance business is carry- 
ing on its functions within the framework 
of the antitrust and monopoly laws. In 
this paper various viewpoints with respect 
to the Federal government undertaking 
the regulation of insurance will be con- 
sidered. 

Whether one likes what is going on in 
Washington or not, the regulators have 
no choice but to accept the investigatory 
powers of the Federal government as a 
proper and legal act. 

Whenever one has occasion to visit with 
men in one segment of the insurance busi- 
ness or another, the federal issue is dis- 
cussed fully. The opinions concerning this 
question are numerous. The following ex- 


pressions have been heard: 
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Give them all the facts and all the informa- 
tion that we can—cooperate to the fullest 
extent. When all is said and done, there is 
nothing wrong with state regulation of the 
insurance business. There is just nothing 
to fear. 


Then there are the rock-ribbed states’ 
righters who say: 


Tell them nothing. They are infringing 
upon states’ rights. Whoever heard of fed- 
eral agencies sending questionnaires to 
state agencies? This is the beginning of a 
breakdown in our American form of gov- 
ernment, because this is the beginning of a 
breach in the relationship between federal 
and state authorities. 


Then there are those who say: 


It’s sheer nonsense—no matter what the 
_ findings and circumstances, the Federal 
government would never embark upon the 
regulatory authority of the business of in- 
surance. The states are dependent upon 
the privilege taxes. The problems of the 
regulations of a technical business are so 
voluminous and intricate that the federal 


authorities are too smart to get involved - 


in an attempt to regulate a hazardous busi- 

ness with the multiple problems varying 

from day to day. 

In a more serious vein, there are those 
who view the federal investigation as one 
that can be extremely beneficial to state 
regulation. They recite that Senator O’Ma- 
honey of Wyoming has reiterated time 
and time again that he does not wish to 
deprive the states of the right to regulate, 
but he wants to make certain that the 
laws of the several states are enforced and 
where the laws are inadequate or do not 
exist at all, action should be taken. These 
individuals firmly believe that by ac- 
centuating such inadequacies as may exist, 
positive action will be taken to effect a 
cure. 

It is difficult to be a dreamer in the 
insurance business, and it is just as diffi- 
cult to be one in the regulation of the 
business of insurance. One of the realistic 
attitudes on the question of the Federal 
government's interest in the regulation of 


a business was stated by Governor Robert 
B. Meyner of New Jersey, on October 8, 
1958, in Atlantic City while addressing 
the National Association of Mutual Insur- 
ance Companies. He pointed out that in- 
surance companies must perfect regula- 
tion by the states, but “There is no 
guarantee in these changing times that 
the present arrangement will continue per- 
manently.” 

Meyner further submitted proof of the 
shift of power from the states to the Fed- 
eral government and said: 


I will not attempt here to analyze reasons 
for it, except to say that when the states 
abrogate or neglect their functions, it is an 
invitation for the Federal government to 
step in to fill the vacuum. We have seen 
that happen in many areas of government. 
It could happen with regard to the regula- 
tion of insurance. 
The Governor cited the Senator Moroney 
Subcommittee investigation of misclassifi- 
cation of automobile physical damage risks 
as a serious default by the state authorities 
in the regulation of insurance. 
On October 30, 1958 the Honorable 
Chief Justice Earl Warren, in an address 
at the University of California Medical 
Center, spoke words significant enough to 
bear repetition. 


We hear a great deal these days about the 
relationship of the Federal government to 
the state governments, and in some parts 
of the country the cry is being heard that 
the Federal government is infringing upon 
what is known as “states’ rights.” There 
may have been times in our history when 
the Federal government became too deeply 
involved in matters that were the proper 
concern of the states, when the states them- 
selves have failed to meet the needs of the 
people. When the state governments fail 
to satisfy the needs of the people, the peo- 
ple appeal to the Federal government. 


On July 14, 1958, an article appearing 
in the Journal of Commerce quoted Phillip 
W. Rainey, President of the Society of 
Insurance Brokers of San Francisco as 
saying: 
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_ We will eventually see federal regulation of 
insurance in lieu of the present state regu- 
lation, or a modification of it, with the 
consequent elimination of state barriers in 
the free flow of insurance in inter-state 
commerce. 


At a recent meeting of the American 
Society of Chartered Property and Casu- 
alty Underwriters in Los Angeles, Edwin 
W. Patterson, former Professor of Juris- 
prudence at Columbia University Law 
School, said: 


There will be no successful effort in the 
Congress to enact general supervisory laws 
over inter-state insurance activities and thus 
replace the present “system” of state super- 
vision unless state supervision proves to 
be in many ways and in many instances, 
corrupt, controlled by political influence or 
ineffective. Fortunately, we have seen re- 
markably few instances of official corrup- 
tion in state insurance departments . . . 
However, my second prediction is that 
there wili continue to be some federal 
regulation of the insurance business which 
will be compatible with, and will not super- 
sede general state supervision. Federal 
power may be extended to those situations 
in which a state cannot effectively suppress 
an evil or protect its citizens . . . 

They would be better advised to seek the 
most effective combination of federal and 
state regulation that will best protect the 
interest of the insuring public. In doing 
this they not only would be serving their 
own best interest, but also would be acting 
for the public good. 


It is clear that a tremendous change in 
thinking on the subject of the preservation 
of state regulation of insurance has taken 
place within the past few months. 

Governor Meyner addressed the meet- 
ing of the Life Insurance Association of 
America in New York recently. He em- 
phatically stated that some degree of 
federal regulation was inevitable and sug- 
gested that the insurance industry study 
state regulation wtih special reference to 
what particular phase of regulation should 
be assigned to Congress. A day earlier 
Bert W. Levit, General Counsel of the 


Pacific Board of Fire Underwriters and 
the Pacific Fire Rating Bureau, stated that 
neither the public officials nor political 
subdivisions should be the determining 
factor in whether or not the regulatory 
pattern is to remain constant. 

In an editorial of December 20, 1958, 
Robert B. Mitchell, Executive Editor of 
the National Underwriter, wrote in his 
paper: 

When men of the stature of Gov. Meyner 
and Mr. Levit indicate such a strong belief 
that it is not a matter of whether federal 
regulation is coming but rather what form 
it will take, their statements deserve 
thoughtful appraisal even by the most out- 
spoken dissenters. 

All of these statements are accepted by 
this writer as being frank and completely 
honest. 


Weaknesses of Federal Regulation 


Many are turning to the concept of dual 
regulation and are apparently urging the 
insurance industry and regulators to ac- 
cept this as in the public interest. Those 
who advocate the surrender of a degree 
of state regulation to the Federal govern- 
ment may consider the securities business 
as a typical example of how states and 
the Federal government can jointly regu- 
late a business. 

The insurance business is not the se- 
curities business. It is a hazardous one 
which is subject to tremendous pressures 
from day to day, which pressures affect a 
particular area at a particular time and 
may well require a specific solution for 
that particular problem. A security has 
the same value in any one of the 48 states, 
but insurance coverage or rates may well 
vary depending upon geographic condi- 
tions and the type and character of the 
people living within a given area. This 
type of problem requires a local point of 
view. 

There are many who say that dual regu- 
lation will only exist in those areas where 
the states cannot properly function; but 
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once any degree of regulation of an en- 
tire field is transferred to Washington, it 
will be next to impossible to stop a fur- 
ther encroachment in other areas of regu- 
lation. 

Associate Justice William O. Douglas 
of the United States Supreme Court, in 
addressing the Columbia Law School, had 
this to say on dual regulation: 


Dual regulation—both by state and federal 
laws—may be logically permissible but 
practically unsound. Dual regulation may 
be inherently so disruptive of the policy of 
the federal law that the purpose of Con- 

gress to foreclose state action may be im- 

plied. 

To those who are willing to accept dual 
regulation as the inevitable, and to those 
who believe that the Federal government 
is equipped to do a better job of regulat- 
ing the business of insurance, it should 
be emphasized that governmental agencies 
in Washington are not without weak- 
nesses. A writer in Consumer Reports 
(October, 1958) critically reviewed the 
way federal regulatory agencies are exer- 
cising their mandate affecting consumers. 
This report covered the Federal Trade 
Commission, the Federal Food and Drug 
Administration, and the United States Post 
Office. The cases he presented demon- 
strated clearly how serious abuses prevail 
in areas affecting public health and public 
welfare. It is far more difficult to regu- 
late insurance, where so many unknown 
quantities prevail than it is in the areas 
covered by the federal agencies indicated 
above. 

Serious questions have been raised con- 
cerning the activities of the Federal Com- 
munications Commission.! In fact, there 
are many other areas wherein the federal 
agencies evidence the same general in- 
adequacies as are often charged to state 
insurance departments. 

It is not the author’s purpose to criti- 

1See especially the editorial, “Reforming the 
— New York Times (November 10, 


cize federal authorities. In spite of all 
the shortcomings and inadequacies in our 
form of government, within the compara- 
tively short period of time in the history 
of nations we have achieved a position of 
eminence. 


Requirements for Successful 
State Regulation 

It is now incumbent upon all dedicated 
persons to assist in the perfection of the 
regulation of insurance by the several 
states. The following recommendations— 
not particularly in order of importance— 
are presented as important and of extreme 
consequence in the cause of the preserva- 

tion of state insurance regulation. 


Departments Must Be Adequately 
Staffed and Budgeted 

Insurance departments have men of 
good talent who are dedicated to public 
service. In spite of the frustrations which 
prevail in the business of insurance, and 


- in spite of what all agree is inadequate 


compensation, insurance people continue 
to serve. The same is true of insurance 
commissioners. While it is true that there 
is a high mortality among these men, this 
is no reason for doing away with the sys- 
tem. Surprisingly enough, all insurance 
commissioners who are elected by their 
states were recently re-elected with huge 
majorities. This appears to constitute an 
endorsement by the citizens of their states. 
Furthermore, the position of commissioner 
is usually one of cabinet rank. It should 
be the privilege of the Governor of each 
state to appoint men to his cabinet to 
represent the philosophy which placed the 
chief executive in office; and as far as 
mortality in office is concerned, there is 
mortality among congressmen who run 
every two years. It does not seem that a 
high mortality rate among congressmen 
would be reason to change this country’s 
form of government. 

The issue of staff and compensation 
poses a most serious problem. If insurance 
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departments are to be charged with the 
responsibility for rate regulation, they 
must have men both in talent and num- 
ber who are equal to the men in the 
insurance industry. If they must approve 
life policy forms, they must have actuaries 
who are qualified to protect the best inter- 
ests of the buyers. Insurance company 
examiners must be trained specifically for 
their duties. The company must pay for 
the examiner’s services, and it should hope 
to receive a report that can prove of some 
value to it. By the same token, the citi- 
zens who purchase insurance should have 
the peace of mind of knowing their in- 
surer is well managed and solvent. 

A review of the statistics compiled by 
the Insurance Industry Committee of Ohio 
reflects the seriousness of the above prob- 
lem. The report of the Committee indi- 
cates that in spite of the unbelievable 
growth in premium volume in the states, 
and in spite of the substantial increase in 
privilege taxes and license fees paid to the 
states, the monies returned to the depart- 
ments of insurance for the regulation of 
the business have decreased. No private 
enterprise or governmental agency can 
increase its volume of business without 
additional personnel. 


Regulators, while Adhering to the Author- 
ity Vested in Them, Must Give Breadth 
and Scope to New Concepts which 
Develop from Day-to-Day in the 
Insurance Business 


There are innovators within the insur- 
ance business who are constantly planning 
and conceiving new forms of coverage. 
Many look upon these plans as rackets be- 
ing created by Johnnies-come-lately, but 
isn’t this basic to the development of the 
insurance business? 

In spite of criticism, the insurance regu- 
lators have generally given full impact to 
such new coverages, new marketing con- 
cepts, and general changes within the 
business. 


A Regulator Faces the Facts 
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One of the areas that has proved to be 
of considerable mystery to the average 
citizen is that insurance companies are 
monopolistic and have achieved such a 
degree of power that state regulators are 
unable to control and effectively regulate 
their operations. Nothing is further from 
the truth. Proponents of this argument 
should review the tremendous growth of 
the independent insurance companies in 
the past 15 years. 

In 1945 the National Association of In- 
dependent Insurers came into existence 
by virtue of the S.E.U.A. case and Public 
Law 15. In 1945 N.A.L.I. had 40 members, 
writing a premium volume of $222 million; 
in 1955 there were 600 companies with a 
premium volume of $2 billion. Of approxi- 
mately 1,200 fire and casualty companies 
listed in Best's Insurance Reports, 343 
were established since 1946. The Institute 
of Life Insurance, in its August, 1958 re- 
port, indicates that in 1940 there existed 
440 legal reserve life insurance companies 
in the United States. In 1950 there were 
651; in 1955 there were 1,062; and on 
June 30, 1958, there were 1,314 such com- 
panies. 

Eugene F. Gallagher, Fire and Marine 
Manager of Standard Accident Insurance 
Company, at a meeting before the West 
Virginia Insurance Agents Association, 
presented some statistics which are fur- 
ther evidence of the tremendous competi- 
tive spirit which prevails in the insurance 
business. In 1944 the mutual and recipro- 
cal companies combined wrote 13 per cent 
of all fire and allied lines premiums. In 
1954 these two types of companies wrote 
30 per cent of the total. Their dollar writ- 
ings increased 800 per cent, while the 
so-called old line stock companies in- 
creased theirs only 215 per cent. 


In 1944 the so-called direct writers 
operating in 18 states wrote $3,518,000 
in premiums. In 1954 they reached a total 
of $43,774,000, an increase of 1,114 per 
cent. This does not include automobile 
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finance business nor any automobile or 
other third party liability coverage. 

The. nature of the insurance business 
makes it highly competitive. There are 
certain factors which come into play over 
which good management and sound un- 
derwriting practices have no influence. 
Thus, in the County of Cook (Illinois), 
flood losses within a two-year period pro- 
duced approximately $15 million of dam- 
age. The natural tendency was for the 
writers of homeowners coverage to close 
down their market facilities. This enabled 
the smaller companies, companies which 
had never been in this type of market, to 
step in and to a great degree absorb the 
resulting shortage of capacity. This is 
but one example of the type of competi- 
tive forces that exist in the business. 


The National Association of Insurance 
Commissioners Must Be Made 
More Effective 


It has long been considered difficult 
to obtain the consent of all regulators to 
increase the services of the N.A.I.C. to 
the states. Regulators take pride in their 
own states and feel they are equipped to 
serve their citizens. They prefer not to 
have someone tell them what is best for 
their state. 

All commissioners must realize that to 
pereptuate state regulation the inevitable 
fact must be accepted that there is a lack 
of continuity of important committee work 
due to the termination of public office. 
Professional staffs must be maintained to 
carry on the continuity of research, draft 
legislation, and study the problems ome 
the insurance departments. 

One of the capital problems of the 
regulator is that many states do not have 
sufficient staffs to permit the undertaking 
of responsibility on many issues. In addi- 
tion, the problems are becoming multiple; 
and it is becoming impossible to assign 
many. of the projects of national import 
to the members of a single-state staff. This 


is one of the keys to the preservation of 
state regulation. The National Association 
of Insurance Commissioners has not been 
unaware of this problem. It has created 
a subcommittee to study the Executive 
Secretary's office operation. In the light 
of the federal problem, it is hoped this 
committee will attack the problem from a 
broad and objective viewpoint. 

The professional staff of the Valuation 
of Securities Committee is a good exam- 
ple. The functions of this staff could not 
be carried on by 48 separate departments. 
This is true both because of the economic 
problem and because it would not be 
possible for states to function across state 
lines without a common denominator in 
the investment field. 

Thus the regulators, through the Na- 
tional Association of Insurance Commis- 
sioners, should be charged with the 
responsibility of functioning as one, for 
the good of all. The N.A.L.C. can and must 
be the unit through which the 48 states 


- function. If there are differences between 


insurance commissioners, these differences 
represent the underlying philosophies 
which prevail within the temper of the 
people of their respective states. This is 
something which cannot and should not 
be done away with. 


Regulators Must Face up to Problems 


The regulators recognize that there are 
problems of grave concern. Unquestion- 
ably there are certain types of insurance 
coverage which have opened the door to 
possible federal regulation. The time has 
come to study these areas and to deter- 
mine if the states can adequately regulate 
in these fields. If the states, upon study, 
are convinced that they can perform to a 
degree necessary to protect the public, 
then steps should be taken immediately 
to cover these areas. 

If the regulators find after careful study 
that they are not equipped to regulate 
within these areas, then they should be 
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the first to admit their inadequacy. The 
fact that abuses which have been charged 
are denied, and in fact may not be so, 
does not relieve the regulatory agency of 
the necessity of creating the vehicles by 
which such areas can be regulated. Nor 
is it sufficient to recite that there is no 
need for regulation since segments of the 
business are losing money. The adequacy 
of state regulation is not to be founc i: 
the profit factor per se. 

In the light of the Federal Trade Com- 
mission cases, isn’t it incumbent upon the 
legislators of the 48 states to see that 
proper legislation is placed on the books 
to cure such evils as the F.T.C. was in- 
tended to guard against? 

The recent federal hearings in connec- 
tion with credit life and health insurance 
should leave no doubt in the minds of all 
that legislation in this area is needed. The 
industry and the regulators are aware of 
abuses which exist in this field, and no 
one doubts the need for such legislation. 
After some six years the N.A.I.C. finally 
approved a model bill. Everyone for or 
against the bill took a stand, depending 
upon his particular operation. No one 
seemed to be concerned about the fact 
that the Langer Committee in Washing- 
ton had received such information as 
branded this entire problem a most serious 
one. It took great perseverance and dedi- 
cation on the part of the regulators to 
finally prevail upon all to accept this 
model bill as a good, working piece of 
legislation which would cure the abuses. 

If all are dedicated to the preservation 
of state regulation of the insurance busi- 
ness, no longer is there time for procrasti- 
nation and delay. Now is the time to 
forget differences and accept the model 
bill as the best. The battle is no longer 
for a particular company or a particular 
segment of the business. The fight is to 
perfect state regulation. 

While commissioners should never shut 
the door on interested parties, it is neces- 


sary sooner or later to place a statute of 
limitations on the time to be allotted on 
meetings and hearings concerning prob- 
lems before the industry and regulators. 
Unnecessary delays do not serve the pub- 
lic interest and reflect upon the regula- 
tors. 


Communication between Regulators, 
Industry, and the Public Must 
Be Improved 

While the trade associations and the 
industry should be close to the Washing- 
ton picture and do all within their power 
to preserve state regulation, the fight will 
not be won in Washington. It will be 
won in the 48 states and in the National 
Association of Insurance Commissioners. 
Therefore, lines of communication be- 
tween the regulators and all segments of 
the business must be drawn closer. 

At this time such lines are as close as 
they have ever been in the history of in- 
suraace. This is not for the purpose of 
building a shelter about this business but 
rather for specifically discussing such 
common problems as exist; for the pur- 
pose of understanding the mutual prob- 
lems of the regulators and the industry, 
and for the purpose of such common un- 
derstanding that objective reasoning will 
be applied to the solution of problems. All 
of this can be done without sacrifice of 
principle. 

Industry must look upon the regulators 
as dedicated public servants and treat 
the office with dignity and respect. The 
regulator must look upon industry as a 
business vested with a public interest. 
Between the regulators and the industry 
there must be a direct line of communica- 
tion with the public. It will never be 
possible to convince all persons that the 
insurance business and the regulation of 
such are so dedicated. By the very nature 
of the business, whether regulated on the 
state or federal level, there will always be 
the disgruntled claimant who believes he 
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was inadequately compensated for his loss 
and the disillusioned insured who carried 
insurance for years and never had a claim 
and continues to find his insurance costs 
increasing. 
Conclusion 

State regulation of the insurance busi- 
ness has been and is today performing 
adequately. When one considers that it is 


regulating an area of economic life that 
is subject to constant change, if one truly 
understands the operation of the insurance 
business, he cannot help but agree. But 
far and above all of this, all who are con- 
cerned with the preservation and integrity 
of local government must continue to 
fight for and perfect local governmental 
operations. 
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ALL-LINE INSURANCE 


James C. O’Connor 


The National Underwriter Company 


More than one observer of the insur- 
ance business has remarked recently that 
the greatest competition the property in- 
surance agent—independent or exclusive 
—will face is not even in the business 
now—the life insurance companies, and 
particularly those operating through in- 
dustrial agents. So far, the trend toward 
combination has been necessarily one- 
sided. Fire and casualty companies, stock 
and mutual, have been acquiring life in- 
surance running mates—by stock pur- 
chase, by starting new companies, and, in 
a few recent cases, by working arrange- 
ments, including duplication of directors. 
Life insurance companies, for the most 
part, have been stopped from acquiring 
property companies by the investment 
laws of New York. 

It stands to reason that, if there is a 
real demand and a real trend along these 
lines and if companies of other states 
prosper under all-line operations, the laws 
of one state cannot stand forever against 
the tide. Unless a few companies come 
to grief in these ventures, it seems certain 
that the restrictive New York laws will 
eventually be amended, thereby giving 
the green light to the powerful life in- 
surers which operate in that state. 

Interest in All-Line Operations 

At present it is difficult to draw any 
solid conclusions from the operating re- 
sults of all-line companies. The situation 
is stili too new. There are people who dis- 
count the whole matter—who think that 
the acquisition of life insurance companies 
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by property insurers is primarily a matter 
of investment. They point to the fact 
that during recent years, when property- 
liability companies have been plagued 
by losses, life insurance companies have 
enjoyed unprecedented prosperity. Life 
insurance company stocks have attracted 
much attention in investment circles—em- 
barrassing attention, in the opinion of 
many life insurance executives—and prop- 
erty companies could well regard these 
acquisitions as valuable additions to their 
portfolios without serious thought of com- 
bining operations at any level. 

It is also true that the companies which 
have made a serious attempt to plant life 
running mates in their established fire and 
casualty agencies have not been outstand- 
ingly successful, up to now. Those agents 
who are interested in life insurance have 
always been able to make desirable con- 
nections. The average agent in this posi- 
tion has not felt impelled to toss off those 
arrangements just because a fire or casu- 
alty company in his office offered him a 
contract with its running mate. That this 
situation is not imaginary is borne out by 
the recent public remarks of an executive 
of a company in this position, to the effect 
that local agents who want to continue to 
receive sympathetic treatment on their 
automobile and other “difficult” lines 
would be well advised to develop life in- 
surance business for the affiliated life com- 
pany of the automobile insurer. 

But it must be remembered that the 
companies which have made these com- 
binations are not playing for today or for 


at 
it 
\- 
y 
a 
on 
its 
as 


58 The Journal of Insurance 


tomorrow. Most of them obviously intend 
to stay in the business for a long time. In 
the long run what their present agents 
think and do will be a lot less important 
than what the sons and successors of their 
present agents do. 

Forums on all-line selling at meetings 
of the National Association of Life Under- 
writers have been most unsuccessful. This 
is not significant, as the people who at- 
tend them are successful life insurance 
men. They have no reason to change their 
operations. They do not need to sell non- 
life lines to make a comfortable living. In 
fact, they probably would be less success- 
ful if they tried to mix their efforts. But 
it is equally obvious that they do not speak 
for thousands of less prosperous life insur- 
ance agents—nor, particularly, for new- 
comers and those who are still to be re- 
cruited. 

It is significant that the major inde- 
pendent competitors, especially in the 
automobile insurance field, seem com- 
pletely committed to selling life insurance 
in connection with automobile and other 
personal insurance lines. Of the three 
leading automobile insurers which operate 
on the “exclusive agency” or “non-vested 
agency” system, two have operated life 
insurers most successfully for many years. 
The third organized a life insurance com- 
pany less than two years ago and has al- 
ready written a material volume of busi- 
ness through its “non-vested agents.” 

While it would be difficult to prove 
that there is any overwhelming demand 
for “one stop” insurance service, or that 
that hypothetical and somewhat mysteri- 


ous persun known as “the public” is de- 


manding it, it is important to remember 
that people outside the insurance business 
have seldom distinguished one form of 
insurance from another. As far as the 
public is concerned, insurance is insur- 
ance; and insurance men have made little 


progress in getting public acceptance of 
distinctions between lines. So, while the 


public may not be demanding “one stop” 
insurance service, there certainly is noth- 
ing in the public thinking which would 
make it difficult to accept. 


Competition—Merchandising Methods 

While competition in the property in- 
surance business is as bitter as it ever 
was, there is much less emphasis on the 
corporate structure of the insurer—stock 
vs. mutual—than was true not many years 
ago. (It may be ironic that the life insur- 
ance business, where this distinction has 
been a minor matter for generations, seems 
headed for a split between the two types 
of insurers on taxation matters.) In the 
fire and casualty field today, the competi- 
tive battle lines seem drawn about the 
methods of doing business, with insurers 
of all types on both sides of the fence. 

Understanding of the picture is cer- 
tainly not helped by the careless use of 
terms. Many people, for example, speak 


of competition between “agency com- 


panies” and “direct writers.” These people 
usually imply by the term “agent” an 
independent local agent who is free to 
represent as many companies as may be 
mutually agreeable; who has power to 
commit any company so represented by 
his signature or by his word; who oper- 
ates under little or no control by his 
companies; and who, by contract and by 
court descision, owns his expirations and 
all information pertaining to the business 
of any client. But the term “agent” is ex- 
tremely broad and insurers who get their 
business by other methods are usually 
just as free legally to call themselves 
“agency companies” and their producers 
“agents.” 

The term “direct writer” has likewise 
been used and abused throughout the 
insurance business. Some well qualified 
commentators maintain that there are few 
true “direct writers” at all. Their point is 
that few insurance companies get their 
business “direct”—without intervention of 
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someone. From this point of view, the 
only true “direct writers” are small local 
mutuals, where the secretary does all the 
dealing with policyholders, and a few 
companies which conduct all their trans- 
actions by mail. Other people use the 
term “direct writer” to apply to an in- 
surance company which gets its business 
through salaried employees, whatever 
their titles may be. There are some pow- 
erful and well-established companies, 
largely mutual, in this class; and at one 
time local agents regarded them as their 
major competition. 

Today, when many agents speak of 
“direct writers,” they have in mind insur- 
ers which call themselves “agency com- 
panies.” Others refer to the producers of 
these companies unflatteringly as “captive 
agents,” while the companies themselves 
in this class have toyed with a number of 
expressions to describe their field opera- 
tions — “exclusive agency,” “non-vested 
agency,” “modified agency,” “direct serv- 
ice,” etc. The important feature of the 
field operations—whether the insurer be 
stock, mutual, or reciprocal—is that its 
“non-vested agents” do not own their expi- 
rations or other pertinent information; can 
be legally restrained from soliciting their 
customers for a reasonable time after they 
may leave the company; are subject to 
control by the company as to time spent 
in the field and in the office; have little 
or no voice in underwriting, claims, col- 
lection, and cancellations; and are ex- 
pected primarily to solicit new business— 
emphasized by the fact that the commis- 
sion on renewal business is usually very 
small, compared with that on new busi- 
ness. These organizations have been tre- 
mendously successful in the sale of auto- 
mobile insurance, and most of them have 
done very well with life insurance. 

Actually, the field setup of these “ex- 
clusive agency” companies is close to that 
of the life insurance business. Independ- 
ent agents are beginning to realize this, 


and some are wondering if the acquisi- 
tion of life insurance running mates may 
not mean that at least some agency prop- 
erty companies are looking forward to 
this kind of a field organization. Recently 
a state association of agents protested 
against an agency company offering its 
fire and casualty facilities to the agents 
of a life company it had acquired as a 
running mate. Although no one can do 
anything but guess at this stage of the 
game, it may be that such offers will get 
more widespread acceptance than the 
usual offer of the life company to the 
agents of the non-life insurer. 

Although it does not seem apparent at 
first-glance, there is, from the viewpoint 
of sales and distribution, much in com- 
mon between automobile insurance and 
life insurance. At the calculated risk of 
over-simplification, it might be said that 
the success of the “exclusive agency” com- 
panies is built upon their finding one or 
more coverages with three essentials for 
mass merchandising. They are: 


(1) A contract for which there are many 
prospects in every community at most 
income levels. 

(2) A contract which can be handled 
largely on a mechanical basis, with little 
discretion on the part of the producer. 
Although the automobile policy is the 
most complicated piece of English yet 
devised by man, after all is said and done, 
there is not much difference in what the 
average individual owner of a private 
passenger automobile buys. Life insur- 
ance for individuals—not complicated 
business lines—falls into the same pattern. 

(3) A premium substantial enough to 
produce a reasonable income to the pro- 
ducer, even at a low rate of commission. 
Naturally, if salesmen do not make money, 
the organization will fall apart. 

Certainly life and automobile insurance 
have these three essentials. With the pre- 
carious future of the automobile insur- 
ance business, it is easy to see why “exclu- 
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sive agency” companies have been push- 
ing life insurance so hard. And they will 
undoubtedly make great efforts to devise 
some other type of contract for their sales 
organizations. Very likely some form of 
dwelling package policy will be next. 

It seems to be a fair conclusion—already 
substantiated by developments—that in 
time the “independent agency” and “ex- 
clusive agency” organizations will come 
closer and closer together. Each will 


eventually adopt the best features of the 
other. Agency companies and their agents 
now are discussing direct billing, central 
mechanical processing of policies, and 
other features which will save clerical ex- 
pense. More and more independent agents 
are tying in their advertising with that 
of their companies. At the same time, 
“exclusive agency” carriers are making 
more and more concessions to their pro- 
ducers. 
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HEALTH INSURANCE FOR RETIRED PERSONS 
Frank G. Dickinson 


Economist 


The topic “Health Insurance for Re- 
tired Persons” is far too broad for a 
paper. This paper will be limited to a 
presentation of brief answers to seven 
basic questions: 

(1) What is the role of life insurance in 
financing the terminal illness or accident? 

(2) Does prepayment diminish in im- 
portance as one grows older? 

(3) Has the present generation now 
approaching age 65 had a greater oppor- 
tunity to save than the generation which 
attained age 65, say 20 years ago? 

(4) If accumulation during the working 
years of life is the ultimate solution, is the 
current national problem one of saving or 
one of insurance? 

(5) Will the increase from 15 to 22 
million persons age 65 or over necessarily 
aggravate the problem? 

(6) Is the prospect of lengthening life 
much beyond three score years and ten 
realistic or fantastic? 

(7) What federal legislation, if any, is 
likely to provide a sound solution to the 
problem of financing medical and hospital 
expenditures during retirement? 


1. Health Insurance Via Life Insurance 


Many years ago a wise judge once ob- 
served, “What we know as men we must 
not forget as judges.” Why do people buy 
life insurance? Why do they continue to 
pay the premiums? One of the reasons is 
to provide a clean-up fund at the time of 
death to pay outstanding bills, including 
those for last illness. Typically, the last 


1The author has presented this point else- 


illness, especially among persons age 65 
years and over, is by far the most expen- 
sive illness. In 1957 the total of death 
benefits paid by life insurance companies 
on death claims of persons 65 years and 
over in the United States was about 
$1,100,000,000. Of the 1,600,000 deaths in 
the U. S. in that year, 900,000 were among 
persons in this older age group. 

It is not known how many of the 15 mil- 
lion people in this older age group are 
currently protected against the medical 
and hospital costs of the last illness 
through life insurance. It may be 10 mil- 
lion; it may be more. Probably some 
two-thirds of those suffering their final ill- 
ness have provided in a large measure the 
means for meeting the economic costs of 
their last illness through the institution of 
insurance—in this case, life insurance. 

Life insurance plays a major role in 
financing the terminal illness or accident. 
As the number of persons aged 65 and 
over increases from 15 million to 20 or 
22 million, the life insurance companies 
and their agents can make an enormous 
contribution to the social, political, and 
economic impact of the final illness by 
selling more life insurance and keeping 
more life insurance in force. Moreover, 
the availability of loans under these life 
insurance policies constitutes a tremend- 
ous backlog upon which our older citizens 


where. “Why People Bought Life Insurance,” an 
editorial, The Journal of the American Medical 
Association, 167, 7:866 (June 14, 1958). Re- 
printed as Bureau of Medical Economic Research 
Miscellaneous Publication M-113, Chicago, Amer- 
ican Medical Association (June, 1958). 
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can rely in postpayment or prepayment of 
the costs of illnesses before their last ill- 


2. Propensity for Prepayment 
Diminishes? 

The pressure of obligations on a family 
is one of the basic reasons for buying life 
and health insurance, for paying in ad- 
vance if you will. As people pass through 
time they shoulder the rather heavy medi- 
cal and hospital costs incident to having 
children and frequent visits to the doctor 
for children at pre-school ages. As the 
children grow older they kick out a pair of 
shoes every month and seem to be hollow- 
legged when it comes to stowing away 
food. Later on they present understand- 
able demands for recreation, better cloth- 
ing, and many social activities. Then comes 
high school and college with their heavy 
financial burdens. By the breadwinner’s 
age 50, most of the children have left 
home and all or most of the mortgage on 


the home is paid off. The best savings © 


‘period of life begins after age 50 for 
many. 

One turns West, so to speak, around 
age 50. Why should persons over age 50, 
or more particularly over age 65, want to 
prepay the costs of health insurance? The 
youngsters are grown and even the grand- 
children will be teenagers or older. One 
reason for prepaying health care costs— 
that is, to protect the wife—would con- 
tinue for couples in their later years. As 
mentioned, as people grow older they look 
upon life insurance as a means of clearing 
up debts, including the cost of the last 
illness. 

It seems that the advancing years bring 
with them a decrease in desire to prepay 
health care costs and an increasing desire 
to postpay them. Even the best plan and 
the most attractive program of health in- 
surance for older people may encounter 
sales resistance simply because the pres- 
sure to prepay diminishes after 50 years 


of age, and more particularly after age 
65. This is not an impossible barrier for 
health insurance underwriters, but sales 
resistance will be encountered even where 
the flow of funds is sufficient to pay term 
premium requirements during retirement. 
Apparently one third of persons now re- 
tired are insured for medical or hospital 
services, and the proportion is rising. 


3. A Lucky Generation 

Those who are approaching retirement 
age now are finishing their working period 
of life in an era favorable to savings. Con- 
trast the situation for a person in this 
retiring class of 1958 with one of the re- 
tiring class of 1938, two decades ago. 
Those who attained age 65 two decades 
ago completed their working years dur- 
ing the depressed conditions of the 1930's. 
Personal savings of the American people 
in some of those years were negative. On 
the basis of 1955 prices, per capita per- 
sonal savings in 1957 were seven times as 
great as they were in 1938. The source 
does not give this change by age groups. 
But the present generation approaching 
retirement is certainly more fortunate than 
the generation which approached retire- 
ment two decades ago. The relative pros- 
pects of the two retiring classes having 
their savings materially reduced by in- 
flation is not considered here. 

This is a lucky generation that can finish 
out the working years of life in the period 
of prosperity. The point is that the prob- 
lem of financing health care during the 
retired years is on its way to solution, but 
not for many of those who are now over 
80 or 85 years of age, since they finished 
their working years of life during a period 
of depressed economic conditions. Con- 
sidering the people over 65 years of age 
as an homogeneous group leads to gen- 
eralizations which are not warranted. 


4. A Problem of Savings 
The fourth point is that the problem of 
financing health care during retirement is 
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basically a problem of saving during the 
working years of life. Health insurance 
has been sold on a term basis. The means 
of providing a flow of income during re- 
tirement to pay these term premiums 
monthly, quarterly, or annually, or to 
postpay these costs remains the basic eco- 
nomic problem. The entire savings mecha- 
nism of society must be brought to play 
on this problem of financing health care 
during retirement. It is not exclusively a 
problem of insurance. It also involves 
savings during the working years of life 
through such media as life insurance and 
annuities, mutual savings banks, savings 
accounts in commercial banks, and direct 
ownership of securities and property. The 
rapid expansion of pension systems is one 
of the more favorable factors on the hori- 
zon. Moreover, an increasing number of 
employers, often under collective bargain- 
ing pressure, are specifically providing 
for medical and hospital care during re- 
tirement, over and above the pension pay- 
ments. 


5. From 15 to 22 Million 


Population projections indicate an in- 
crease from 15 million to 22 million per- 
sons in the age group 65 and over. Those 
on old age assistance now number about 
2% million and an unknown, but probably 
greater number, either do not want to buy 
voluntary health insurance or do not need 
it. A rough guess would be that 3 to 6 
million of the present 15 million popula- 
tion in this older age group are outside 
the market for voluntary health insurance. 
Whatever the number may be, life insur- 
ance and other forms of savings and 
pensions accumulated during the working 
years of life will probably continue to 
grow at a faster pace than the number of 
older persons. The stress on the predicted 
increase in the number of persons in the 
age group 65 and over—from 15 to 18 to 
20 to 22 million—is far too great in pub- 
lic and political discussions. The real 
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problem is to increase the savings and 
other provisions for old age per 100 per- 
sons reaching age 65, or later retirement 
age, each calendar year. If sufficient prog- 
ress is made, the increasing number of 
persons in the higher age group could 
actually present a smaller problem in 
future years than the current problem. 


6. Three Score Years and Ten— 
A Plateau 


While on this question of population 
forecasts, it may be helpful to examine 
briefly the claim that medical and scien- 
tific progress will continue to lengthen 
life in future decades as much as it has 
been in recent decades. Assuming that 
will happen, the alarmist jumps to the 
conclusion that the problem of health in- 
surance for retired persons will attain vast 
proportions. The expectation of life at 
birth has increased by an average of al- 
most four years a decade in the 20th Cen- 
tury; but the increase between 1950 and 
1960 will probably be only two years as 
compared with six years during the 1940's. 
Earlier reductions in infant mortality ex- 
ercised tremendous leverage on this meas- 
ure of length of life. But infant mortality 
is now below 2% per cent and the possi- 
bility of reducing it much more is obvi- 
ously a flight of fancy. Moreover, even if 
mortality could be entirely eliminated at 
all ages below 45, the present expectation 
of life at birth of 70 years could be in- 
creased only to 74 years. Success in the 
management of the older diseases of life 
will doubtless lead to some improvements 
in expectation of life at ages over 45. But 
the evidence is clear that in the absence 
of fantastic medical progress, expectation 
of life at birth will not move much above 
75 years during the balance of this cen- 
tury; if, indeed, it actually reaches 75 
years by 1999. Some of the scare propa- 
ganda about the future increases in length 
of life aggravating the problem at hand 
is just scare propaganda and nothing else. 
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7. Tax Encouragement 


If the time has come to consider spend- 
ing federal tax money to provide free 
hospital and surgical care for the 10 to 
12 million persons eligible to receive or 
actually receiving O.A.S.D.I. benefits, one 
may question whether this is the wisest 
use of federal revenues. If one considers 
the primary long-run problem involving 
savings in its broadest form for retire- 
ment, it follows that the encouragement 
of such savings would seem to be more 
in the public interest than the Forand bill 
proposals. The most appropriate federal 
legislation would be a bill somewhat simi- 
lar to H.R. 10 which passed the House 
but not the Senate last summer. This was 
commonly referred to as the Jenkins- 
Keogh bill—a_ bill to encourage self-em- 
ployed persons to save for old age by 
providing tax deferment on reasonable 
amounts set aside in a taxable year for 
the purpose of providing income after age 
65 or 70. This same device could also be 
used to encourage savings by any tax- 
payer to finance medical and hospital care 
during the retired years. The annual set- 
aside in a taxable year might be limited 
to $100 per taxpayer, which amount could 


be:placed only in restricted funds of the 
types provided in the Jenkins-Keogh bill. 
The accumulation of these savings in 
funds designated by the Secretary of the 
Treasury would be primarily a savings 
function until retirement age was attained; 
after that these accumulated funds could 
be used only to purchase health insurance 
on a current basis or some form of a medi- 
cal or hospital care annuity, or to postpay 
medical and hospital bills during the re- 
tired years. Such legislation should be 
carefully drawn so that the savings could 
be used only for the stated purpose. In 
the taxable year itself the set-aside of a 
maximum of $100 would not be taxed; 
but the income derived therefrom during 
retirement would be subject to current 
income taxes—tax deferred, not tax free. 
This temporary loss in federal income tax 
revenues would solve a problem for young 
taxpayers as well as old taxpayers. For 
the younger taxpayers this contingency 
could not arise for many years. Such legis- 
lation clearly would be on the right track, 
namely, encouragement of savings during 
the working years of life to finance 
medical and hospital expenditures during 
retirement. 
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THE PROBLEM OF OVERUTILIZATION IN 
HEALTH INSURANCE 


O. D. Dickerson 
Florida State University 


What is Overutilization? 

Overutilization is, in part, a euphemism 
for moral hazard. This euphemism is ap- 
plied in regard to the expense coverages 
in health insurance and may derive from 
the language of “the personnel of the 
Blues” (Blue Cross and Blue Shield) who 
endeavor to avoid insurance terminology 
whenever possible. Moral hazard refers 
to the loss-producing propensities of the 
person insured—his emotional, psycholog- 
ical, and economic characteristics which 
tend to increase the probability of loss. 
Moral hazard presents a problem in al- 
most all types of insurance. 

In health expense coverages, the loss 
insured against is the reasonable actual 
expense incurred for various types of 
treatment necessary to preserve or restore 
health. However, policies frequently de- 
fine the covered loss in terms of admis- 
sion to a hospital upon the recommenda- 
tion of a physician or in terms of physi- 
cians’ visits or treatment. Little attempt 
is made in health insurance contracts to 
define what is reasonable, what is neces- 
sary, and what good or bad health means. 
Sometimes a fixed-dollar benefit is pay- 
able regardless of the actual expenses of 
treatment; frequently an insured claimant 
may collect for the same loss from two or 
more insurers. Most health insurance pol- 
icies offer little protection against over- 
utilization. 


How does Overutilization Arise? 
From the standpoint of the patient, 
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overutilization may result from one or 
more types of situation. The hypochon- 
driac is a familiar feature of modern so- 
ciety. He imagines that he is the victim 
of one or more diseases and demands, 
treatment. Frequently, he (or she) forms 
a “crush” on the physician or other prac- 
titioner and finds in continued medical 
treatment the attention and affection lack- 
ing in daily life. Fashions in hypochon- 
dricism change, whatever diseases catches 
the public fancy will be alleged by num- 
bers of patients. Frequently an article in 
one of the popular periodicals—such as 
Reader's Digest—will produce a rash of 
claims. 

Psychosomatic illness and accident- 
proneness represent a different type of 
situation. Here the disease or injury is 
real, unlike the imagined ailments of the 
hypochondriac. However, it is produced 
by mental or psychological factors rather 
than by readily identified pathogens or 
unsafe conditions. Psychologists have at- 
tempted to explain these phenomena on 
two grounds —a subconscious desire to 
punish one’s self for real or imagined guilt 
or a desire to escape the cruel world of 
reality in the security of a sicked. Re- 
gardless of motivation, these conditions 
present a real problem to insurers. 

Third, there are many cases of deliber- 
ate malingering. In these situations the 
patient deliberately fakes or exaggerates 
a claim. The motive may be to collect in- 
surance benefits, to get a rest in the com- 
parative luxury of a hospital bed, to get 
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a free baby-sitter, or to build up a sub- 
stantial liability claim against a third 
party. Sometimes the deductible or “co-in- 
surance” provisions in an insurance policy 
may encourage collusion between the 
physician and the patient to increase the 
fee claimed and split the difference. 

Physicians may contribute to overutili- 
zation in many ways. In almost all cases 
the physician must certify the presence of 
a disability or the need for treatment. 
Since his relationship with the patient is 
closer than that with the insurer, his sym- 
pathies tend to favor giving the patient the 
benefit of the doubt where possible. More- 
over, the physician may be motivated to 
modify the diagnosis or recommended 
treatment to conform to the coverage of 
insurance policies. Where the policy 
covers treatment only if performed in a 
hospital, the physician may order hospital 
admission even when the condition might 
well be treated in his office or in a clinic. 
Where the policy does not cover alco- 
holism or nervous or mental disease, he 
may devise some diagnosis such as “ex- 
haustion, malnutrition, avitaminosis.” 

At least equally prevalent is the tend- 
ency to increase the complexity of treat- 
ment, and the fees charged, when the 
patient has insurance. Instead of restrict- 
ing tests or treatment to what is clearly 
indicated to be necessary, he may order 
“the works.” To some extent this may 
represent a desirable situation in that a 
better quality of medical care results, but 
in many cases the only result is to increase 
claim rates. 

In some cases deliberate fraud has been 
discovered. Bills have been submitted to 
the insurer for procedures which never 
took place, or charging for a far more ex- 
pensive procedure—such as an appendec- 
tomy instead of the removal of a wart.' 
Sometimes doctors have actually oper- 
ated unnecessarily and removed perfectly 

* Milton Silverman, “The High Cost of Chisel- 


ing,” Saturday Evening Post (June 14, 1958), 
p. 125. 


healthy organs. Many hospitals now main- 
tain facilities for routine tissue examina- 
tions by trained pathologists partly in 
order to check this practice. 

Probably the most common abuse is that 
of the physican charging the patient more 
when he has health insurance. Physicians 
have long defended their “God-given” 
right to charge their patients in accord- 
ance with ability to pay. However, all 
too frequently they look upon the pres- 
ence of health insurance as evidence of 
increased ability to pay rather than as an 
indication that the patient has already 
paid for the service. 

Gross overcharges are rather rare. How- 
ever, a small increase in fees for the multi- 
tude of less serious procedures can have 
a substantial impact on claim costs. This 
effect can come about even when physi- 
cians agree upon a schedule of fees. Such 
schedules tend to be set at the prevailing 
average level of fees in the community. 
However, once set, the physicians will 
tend to charge all insured patients at least 
as much as the schedule provides for. 
Since most patients will be insured, this 
will raise the average; and there will soon 
come a demand for an increase in the fee 
schedule so that insurance benefits will 
at least equal the average. This may hap- 
pen again and again, and the constant 
pressure for increased fees may continue 
until the physicians are charging everyone 
the same fees (the old maximum). This 
subtle upward pressure is probably much 
more significant than deliberate gouging 
on the part of physicians. An American 


Medical Association official has estimated 


that not more than five per cent of physi- 
cians are guilty of dishonest practices.” 
To an outsider looking in, this figure 
sounds terrifyingly high! 

Hospital administrators must accept 
their share of responsibility for overutili- 
zation. All too often they look upon health 
insurance primarily as a device to keep 

Ibid. 
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their hospitals filled to capacity with pay- 
ing patients. They tend to put every case 
in as favorable a light as possible to pro- 
mote acceptance by the insurer. They can- 
not evade their responsibility by placing 
the entire burden on the physician. Hos- 
pital trustees establish policies and set 
standards and should recognize their re- 
sponsibility to insurers—particularly since 
the hospitals are the ultimate risk-bearers 
in most Blue Cross plans. They should 
recognize that the rates charged insured 
subscribers are directly related to hos- 
pital utilization; hence, they should en- 
deavor to keep costs down rather than 
encouraging maximum use to justify ad- 
ditional hospital construction. 

Insurers may also contribute to over- 
utilization. Policies which provide fixed 
cash payments on a valued basis, regard- 
less of actual costs, may permit the claim- 
ant to make a profit unless the dollar 
amounts are quite small. Duplication of 
benefits presents an even greater problem. 
Few policies provide any safeguard, and 
frequently such considerations are ignored 
in underwriting. Where the claimant can 
collect for the same loss two or three 
times, the temptation toward abuse is 
evident. 

Unrealistic exclusions may actually con- 
tribute to falsification of facts on the part 
of the patient and his physician. It would 
be better to provide broad coverage at 
realistic rates than to provide narrow 
coverage at cut rates, thereby encourag- 
ing evasion. Many policies, even of the 
major medical type, require hospitaliza- 
tion at some stage of the disability in 
order to establish eligibility for benefits. 
Most hospital policies provide coverage 
for miscellaneous procedures only if the 
claimant is admitted to the hospital as a 
regular bed patient. Such provisions do 
much to encourage unnecessary admis- 
sions. If coverage were provided for such 
procedures even if treatment took place 
in an out-patient clinic or doctor’s office, 
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it is likely that aggregate claim costs 
would actually decrease. If the proce- 
dure is necessary it will be performed in 
any event. If the insurance policy covers 
only the higher cost treatment in the hos- 
pital, the procedure will usually be per- 
formed there. Frequently, Blue Cross or- 
ganizations seem to show little interest in 
keeping claim costs and premiums down. 
Often they become imbued with the idea 
that their main function is to keep an ever 
increasing number of hospital beds filled 
with paying patients. After all, the costs 
can always be passed along to the sub- 
scribers! 
What is the Extent of Over- 
utilization? 

An indication of the extent of overutili- 
zation may be obtained by comparing the 
frequency of utilization of services of 
insured vis-a-vis uninsured patients. As 
indicated above, the concept of overutili- 
zation implies unnecessary services or un- 
reasonable expense. Not all the differ- 
ence may be presumed to represent the 
former. An unknown proportion repre- 
sents necessary services that are per- 
formed at unreasonable expense when 
finances permit. 

The Anderson and Feldman study® in- 
dicates a consistently higher level of utili- 
zation for insured families or persons as 
compared to those uninsured. The follow- 
ing table indicates some of these differ- 
ences. 

The only respect in which uninsured 
persons exceed insured persons in utili- 
zation is in the average stay per admis- 
sion. However, this is more than offset by 
the higher admission rates of insured per- 
sons so that total days of stay per 100 
person-years is about 43 per cent higher 
than the rate for uninsured persons. 


% Anderson, Odin W. with Feldman, Jacob J., 


Family Medical Costs and Voluntary Health In- 
surance: A Nationwide Survey (New York: Mc- 
Graw-Hill Book Co., 1956). 
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Type of cost or service 


Mean gross charges incurred for all personal health services $237.00 
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TABLE 1 
Utiization or Services By INSURED AND UNINSURED FAMILIES 


Median gross charges incurred for all personal health 


Hospital admissions per 100 person-years, excluding 


Hospital admissions per 100 person-years, including 


Mean length of hospital stay per admission (days) 
Mean hospital days per 100 person-years........ 
Mean hospital stay for delivery (days).......... 
Surgical procedures per 100 person-years........ 


Percentage of persons not consulting a physician as out- 


patient during survey year.................. 
visits per person-year............... 


Insured Uninsured All 
Families Families Families 
or Persons or Persons or Persons 
$154.00 $207 .00 
145.00 63.00 110.00 
12 7 10 
14 9 12 
7.0 8.3 7.4 
100 70 90 
5.1 4.0 4.7 
9 5 7 
36% 45% 40% 
§.1 4.3 NA 


: Progress in Health Services, October, 1958, and Anderson, Odin W. with Feldman, Jacob J., Family Medical Costs 
and Voluntary Health Insurance: A Nationwide Survey (New York: McGraw-Hill Book Co., 1956). 


unnecessary procedures requires the 
evaluation of an expert. Averbrook ‘ in- 
dicates the effect of requiring an evalu- 
ative physical examination for disability 
income recipients. Twelve per cent of 
those requested to come in for an ex- 
amination failed to appear, implying that 
they could not establish disability. Of 
those who did appear, 55 per cent had 
their benefits reduced materially. He cites 
an earlier New Jersey study which showed 
that 25 per cent of the persons requested 
to appear for an examination failed to re- 
port. These figures provide an indication 
of the amount of malingering under a dis- 
ability income benefit. 

The most comprehensive data relating 
to overutilization comes from a study con- 
ducted by the Michigan State Medical So- 
ciety and the Michigan Hospital Service 
(Blue Cross).5 This study analyzed 
12,102 consecutive clinical records in 25 
Michigan general hospitals. A committee 
of physicians evaluated each case in order 
to determine whether the various proce- 
dures and admissions were necessary. The 
total hospital days involved were 76,238; 

4 Averbrook, Marvin S., “The Malingering Prob- 
lem in Disability Insurance,” Review of Insurance 
Studies (Summer, 1955), p. 75. 

5 Cited in: Becker, Harry F., “Controlling Use 


and Misuse of Hospital Care,” Hospitals (De- 
cember, 1954). 


of these, 11,172 were considered unneces- 
sary to the recovery, safety, or reasonable 
comfort of the patient. This does not 
imply that the treatments or diagnosis 
performed were not necessary. In most 
cases these were felt to be necessary, but 
in many cases it was not necessary for 
the patient to occupy a hospital bed for 
the particular services involved. 

Over 28 per cent of hospital admissions 
contained some element of faulty use. The 
percentage was 36 per cent for Blue Cross 
members, 30 per cent for patients with in- 
surance company coverage, and only 14 
per cent for the uninsured. Similar results 
were found in terms of length of stay. 
One thousand, five hundred, fifty-six pa- 
tients out of 12,102 stayed in the hospital 
longer than was considered necessary. The 
total days of overstay were 5,231. If this 
proportion is projected to the entire state, 
it is estimated that overstay alone costs 


nearly $5,000,000 a year in Michigan and 


requires an additional 2,430 beds which 
must be replaced by new construction at 
a cost of $40,000,000. Yet this is only one 
type of overutilization and one state! Un- 
fortunately, there seems to be a wide- 
spread misconception that the hospital 
bill paid by an insurer costs the patient 
nothing. Obviously these costs must ulti- 
mately be paid out of premiums. Even 
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if premiums are largely paid by employ- 
ers, they become a cost of production and 
are paid by the ultimate consumers. 

Another recent study* compared the 
utilization rates of Blue Cross subscribers 
who had comprehensive medical-surgical 
coverage with the Health Insurance Plan 
of Greater New York with those who had 
more limited coverage, primarily surgical 
and in-hospital medical with Blue Shield. 
The H.I.P. sample showed admission rates 
of 77.4 per 1,000 as compared with 95.8 
per 1,000 for the Blue Shield group. Av- 
erage duration was only slightly greater 
for the H.L.P. group, 7.6 days as compared 
with 7.2 days, so the average stay per 100 
population was much less for the H.I.P. 
group, 58.8 days as compared with 68.8 
days for Blue Shield. This seems to indi- 
cate that Blue Shield patients were using 
the hospital for less serious conditions, 
many of which might have been treated 
outside the hospital had out-patient in- 
surance benefits been available. 


How Can Overutilization be 
Prevented? 


There are four main methods whereby 
utilization may be controlled and over- 
utilization may be prevented. Different 
types of health insurance plans rely on 
these in varying degrees; but every plan 
makes use of at least one, and most plans 
use more than one. 

The conventional approach to moral 
hazard by insurers has been through un- 
derwriting. By selecting only those in- 
sureds who seem to be relatively free 
from moral hazard, they attempt to avoid 
adverse selection and secure a group of 
risks whose loss levels will be predictable. 
However, the opportunity for careful se- 
lection in the expense coverage is rather 
limited. The factors bearing on moral 


6 Prepaid Medical Care and Hospital Utiliza- 
tion, American Hospital Association, Chicago, 
cited in: Denson, Paul M., Balamuth, Eve, and 
Shapiro, Sam, “Prepaid Medical Care and Hos- 
pital Utilization,” Hospitals (March 1, 1958). 


hazard are intangible, subjective, and dif_i- 
cult to identify and measure. The vast 
majority of these coverages are written on 
a group basis. In group underwriting, se- 
lection procedure must be applied to the 
group as a whole and there must be a 
clearly dangerous situation in order to 
make it practical for an insurer to reject 
a group for moral hazard reasons. When 
such rejection takes place, it is likely to 
be in renewal underwriting, and then, 
only after heavy losses have been in- 
curred. 

Personnel administering the “Blue 
plans” seem to feel that strict underwrit- 
ing conflicts with their concept of com- 
munity service. Moreover, if stricter 
underwriting results in a large proportion 
of patients without insurance, one of their 
major objectives would be impaired, that 
is, making it possible for the purveyors of 
service to collect their bills readily. 

The only area in which selection proce- 
dures may be applied with any degree of 
rigor is in regard to insurance company 
individual contracts. Here some under- 
writing is common, but it is usually rather 
cursory in practice (with the exception of 
jumbo benefit plans). An objection to 
strict selection is the current criticism of 
the health insurance business that large 
segments of the population, especially the 
indigent, the aged, and rural residents, are 
without any protection. More rigorous 
underwriting would only aggravate this 
problem and strengthen the case of those 
who argue for government participation 
in the field of health insurance. 

To a large degree all types of insurers 
must rely upon the integrity and good 
judgment of physicians and, to a lesser 
degree, of hospital administrators. Since 
these groups represent the ultimate risk- 
bearers in Blue Shield and Blue Cross re- 
spectively, they should be motivated to 
keep claim costs down. However, the con- 
flict of interest between the purveyor's 
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he is a member may frequently be re- 
solved in his own favor. Where the in- 
surer is a third party, the motivation to 
control costs is still less. In group-practice 
clinics with “prepayment” plans, the self- 
interest of the physician as the insurer 
would seem to be most effective as a con- 
trol on utilization. However, some fear 
that if the relationship is too direct, the 
temptation to give less than adequate care 
because of financial consideration may be 
strong. One may wonder if it is practical 
for the same persons to be at once the in- 
surer and, in effect, the risk insured against. 
Regardless of the type of insurer, all 
physicians should recognize that volun- 
tary health insurance constitutes the 
prime defense against the “socialized med- 
icine” which they purport to fear so much. 
It is hoped that the organized profession 
will undertake to police its own members 
so that the minority of physicians does not 
sabotage the private health insurance 
movement and make government inter- 
vention a certainty. 

Data are available showing that hos- 
pital a‘ministrators and physicians, work- 
ing together, can do much to reduce over- 
utilization and hospital costs. The Insur- 
ance Commissioner of Pennsylvania re- 
cently directed the Blue Cross plans and 
their member hospitals to institute a series 
of control measures and indicated that ap- 
proval of future rate increases and hos- 
pital reimbursement contracts would be 
conditioned on compliance with his direc- 
tive.” 

A third approach is to rely upon the 
insured members of the plan to control 


utilization both by exercising restraint 


when they are claimants and by exerting 
pressure on other claimants when neces- 
sary. The conflict of interest between the 
individual and the group is even greater 

1 In the matter of the Filing of Capital Hospital 
Service, Made November 25, 1957, Adjudication 
of Francis R. Smith, Insurance Commissioner of 
the items of Pennsylvania (April 15, 
1958). 


than in the Blue Cross plan. While this 
approach to overutilization seems to be 
the main reliance in most consumer-spon- 
sored plans, in many employer- and union- 
sponsored plans, effectiveness would be 
inversely proportionate to the size of the 
group. Thus, group restraint would be of 
little value in insurance company, Blue 
Cross, or Blue Shield plans. 

The fourth approach is to make use of 
policy provisions to force the insured to 
participate in the loss. When he submits 
a claim, he will be forced to incur ex- 
penses himself; and he thus will be moti- 
vated to keep the aggregate loss at a 
minimum. Almost all types of insurers 
make some use of this technique in one 
or more of its variants. Most health in- 
surance coverages force the insured to 
share in the loss by not covering certain 
types of expenditures. For example, even 
a combination of basic hospital, surgical, 
and medical coverages usually will not in- 
clude nurses fees, iron lungs, blood and 
plasma, hormones, and meny antibiotics. 
Since expenses such as these usually ac- 
company the other covered expenses, the 
insured is sharing in the loss. In addition, 
almost all policies will contain some ex- 
clusions as to essentially voluntary events 
such as diagnostic services, immuniza- 
tions, cosmetic and beautifying opera- 
tions, and dental services. When volun- 
tary events such as these and ordinary 
pregnancy are covered, they will usually 
be subject to specific, relatively low, 
limits. 

Another method of making the insured 
share in the loss is through a series of spe- 
cific limits on various services. This may 
appear as a limit as to type of service, e.g. 
ward or semi-private room, or as a limit 
on dollar expenditure. Almost all the basic 
coverages include such limits—frequently 
according to schedules, such as the sur- 
gical fee schedules of most surgical con- 
tracts and the scheduled coverage of 
hospital extras in many Blue Cross hos- 
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pital plans. Some of the comprehensive 
coverages provided by the “independents” 
achieve the same effect by imposing a 
small charge for services, particularly for 
dependents or for quasi-voluntary ex- 
penses. The disadvantage of this approach, 
particularly when combined with the ex- 
clusion of certain expenditures completely, 
is that the degree to which a loss is cov- 
ered depends upon an essentially random 
distribution of charges by type. Thus, a 
particular insured may find that virtually 
all, or relatively little, of his expenses are 
covered, depending on factors largely be- 
yond his control. Such limits and exclu- 
sions may encourage a more expensive 
type of service than is necessary, simply 
because the more expensive service is 
fully covered by the policy and the less 
expensive one is not covered or is severely 
limited. 

Another device, commonly used in ma- 
jor medical and comprehensive policies, is 
a deductible. This is an amount of loss 
which the insured must bear before the 
insurer's liability begins. It discourages 
unnecessary procedures, but has little if 
any effect on the duration of treatment or 
the level of charges. Some feel that the 
possibility of collusion with the practi- 
tioner, so that fees are jacked up to allow 
a rebate of the deductible, virtually de- 
stroys its value as a control on claim 
costs. However, the major purpose of the 
deductible is not to control overutilization. 
Its main purpose is to keep losses, ex- 
penses, and premiums down by eliminat- 
ing the expense of investigating, settling, 
and paying the multitude of small losses 
which should be budgeted by the typical 
insured. 

A final method of forcing the insured 
to share the loss is through a percentage 
participation clause. Such a clause, some- 
times referred to as “coinsurance,” requires 
the insured to pay a portion of charges 
above the deductible (usually 20 or 25 
per cent). This is commonly included in 


major medical contracts and comprehen- 
sive plans by all types of insurers. Per- 
centage participation is usually combined 
with the deductible. Since these policies 
cover almost all types of injury and dis- 
ease and almost every form of expense, up 
to high general limits, some such control 
is considered necessary. In some of the 
comprehensive plans, where percentage 
participation does not apply to some 
forms of expense, such as hospital charges, 
a specific dollar limit may be used as a 
substitute. If not avoided by collusion with 
purveyors of services, such clauses should 
be effective in motivating the insured to 
keep costs down. However, the insured is 
not the sole and often not the primary 
person responsible for determining the 
level of fees. This function is performed 
largely by physicians and hospitals, and 
there is always the danger that they may 
look on such insurance as evidence of 
greater ability to pay. Perhaps the pru- 
dent insured should conceal the fact that 
he possesses a policy! The biggest objec- 
tion to the percentage participation clause 
is that it may force the insured to bear 
an unduly high amount in a severe case, 
particularly when combined with the de- 
ductible. Perhaps someone will devise a 
clause which provides for the percentage 
paid by the insured to be reduced for 
successive increments of total expendi- 
ture. 


The effectiveness of all the above types 
of policy provision can be destroyed if the 
insured has other insurance which will 
pay benefits for the same loss. This is true 
whether the other coverage is his own 
health insurance or is the liability or 
compensation policy carried by a third 
party. Duplication of coverage is difficult 
to detect and prevent. The uniform indi- 
vidual policy provisions permit pro-rating 
only when the insurer has not been noti- 
fied of the other coverage. When notified, 
the only recourse is cancellation or non- 
renewal. Thus, there is no point in includ- 
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ing this provision in a guaranteed renew- 
able policy. In group contracts, including 
those issued by the Blues and the inde- 
pendents, pro-rating clauses would be per- 
missible, but are rarely used. However, 
such policies commonly exclude occupa- 
tional accidents or diseases covered by 
workmen’s compensation. The deductible 
in major medical is designed to avoid 
duplication with basic policies, but there 
is nothing to prevent the insured from 
carrying several such policies if he wishes. 
Greater control of duplication of benefit 
will require concerted action by the com- 
panies and, probably, some changes in 
the uniform individual policy provision 
laws. 
Quo Vadis? 

If it is not controlled, overutilization 
could bring about the destruction of the 
voluntary health insurance industry. Pres- 
sure on claim costs is constantly upward 
due to inflation and the increasing com- 
plexity of medical care and the equip- 
ment with which it is provided. If over- 
utilization causes further claim cost in- 
creases, the combined effect on premiums 
could raise health insurance out of reach 
of large segments of the market. Voluntary 
health insurance was developed primarily 
to meet the needs of the lower income 


groups. It is these very groups who are 
beginning to find premiums an undue 
burden. If, due to failure to control utili- 
zation, the industry fails to meet the needs 
of these groups, the pressure for govern- 
ment intervention may become irresist- 
able. If the government enters the picture, 
it would be deliberate self-delusion to ex- 
pect government activities to be restricted 
to those areas where the need is greatest. 


The primary reliance for control of 
utilization must rest with the physicians. 
Only trained practitioners can decide ac- 
curately what care is necessary and rea- 
sonable. The insurers may also contribute 
materially by working with physicians to 
establish standards and fees on a basis of 
voluntary cooperation and by avoiding 
policy provisions which encourage unnec- 
essary care and duplication of benefits. 
Yet the primary responsibility must re- 
main with the medical profession. It is 
hoped that a growing understanding of 
the nature and importance of health in- 
surance will lead to joint efforts on the 
part of all parties concerned to control 
utilization. American ingenuity should be 
sufficient to preserve the voluntary health 
insurance movement from destruction at 
the hands of the dishonest, careless, and 
morally weak minority. 
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A REPORT ON A STUDY TO ESTIMATE THE FINAN- 


CIAL LOSS PROXIMATELY CAUSED BY AUTO- 
MOBILE OPERATIONS IN NEW JERSEY 


Pamir 


Temple University 


Purpose of the Study 


In an effort to mitigate the financial 
damage to victims of “the uninsured mo- 
torist,” New Jersey has instituted an Un- 
satisfied Judgment Fund. The purpose of 
this fund is to permit payment of damages 
to the automobile victim when the owner 
or driver of the offending vehicle is finan- 
cially irresponsible. This device supports 
payment of awards obtained by the proof 
of “personal fault” under the New Jersey 
system of legal liability. The purpose of 
the study here reported upon was not to 
appraise the unsatisfied judgment fund- 
legal liability technique as such. Although 
a study of the 1955 automobile liability 
experience in New Jersey must be ex- 
amined within this environment, the major 
objective was to ascertain the financial 
losses to victims of automobile activity in 
a particular state-wide universe. 

The adoption of a compulsory automo- 
bile liability insurance law in New York 
is indicative of the vital and immediate 
nature of the problem of the unreimbursed 
automobile victim in modern life. Many 
state legislatures are considering compul- 
sory action of some kind to meet this 
social hazard. The objective of this study 
was to ascertain the financial damage to 
automobile victims, the extent of the re- 
imbursement of these losses, and to esti- 
mate the possibilities of handling these 
losses through a compulsory liability in- 
surance system or through an automobile 
accident compensation system. 
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The 1955 New Jersey Automobile 
Accident Universe 


According to the New Jersey Bureau of 
Traffic Safety there were 98,577 automo- 
bile accidents in 1955. Less than one per 
cent involved loss of life (0.73 per cent), 
35.2 per cent involved bodily injuries, and 
64.0 per cent involved damage to other 
people’s property with no bodily harm. 
The frequency of automobile accidents 
in 1955 was 8.3 per cent greater than in 
1954. 

The number of persons harmed by auto- 
mobiles in 1955 was 53,906, of which 
number, 1.5 per cent (791) were killed. 
The 1955 frequency of bodily harm by 
reason of automobile activity increased by 
7.5 per cent over 1954. These increases in 
frequency of automobile accidents and 
consequent bodily harm were in spite of 
the introduction of a “no-fix” traffic ticket 
system in 1949, which did much to en- 
force speed regulations and consequently 
reduce insurance claim frequency. The 
personal injury claim frequency was three 
per hundred cars insured in 1955. This was 
reduced from 3.3 per hundred in 1949. 
Property damage claim frequency fell 
from 10.4 per hundred cars insured in 
1949 to 8.9 per hundred cars insured in 
1955. 


Sources of Data 


Interview of Victims 


In New Jersey, automobile accidents 
must be reported to the police when there 
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is property damage in excess of $100 or 
when any person suffers bodily injury or 
is killed. These reports ultimately are filed 
at the New Jersey Bureau of Traffic Safety. 
Approximately five per cent of the acci- 
dent reports were selected by a staggered 
serial number method. The accident re- 
ports identified the drivers concerned, 
their passengers, any pedestrians involved, 
and the owners of any property damaged. 
These reports listed estimates of the de- 
gree of bodily injury and the extent of 
property damage. This was the source of 
information for mail questionnaires and 
direct interviews. 
Insurance Company Data 

Of the twelve largest writers of auto- 
mobile liability insurance in the State of 
New Jersey during 1955, eight furnished 
anecdotal data on all claims presented 
during the first week of May in 1955. This 
required considerable effort on the part 
of the companies. Each company had a 


unique method of keeping records. Some — 


centralized the file on severe losses at the 
home office while others retained all per- 
manent records at the home office; several 
companies had regional depositories, and 
a few kept everything at the branch office 
concerned. The cooperating companies 
were most cooperative in developing data 
for this project. 
Other Sources of Data 

Vehicle claims paid by Workmen’s Com- 
pensation during 1955 were obtained from 
the New Jersey Department of Labor and 
Industry. Insurance parameters for the 
New Jersey 1955 automobile claim ex- 
perience were obtained from the National 
Bureau of Casualty Underwriters. Com- 
pulsory liability insurance data for 1955 in 
Massachusetts were obtained from the 
Massachusetts Department of Banking 
and Insurance. Automobile compensa- 
tion data for 1955 in Saskatchewan were 
obtained from the Saskatchewan Govern- 
ment Insurance Office. 


Nature of Samples 

Victim Sample—Information from vic- 
tims was obtained by mail and by direct 
interview. There were three mailings and 
one field interview effort. Questionnaires 
were mailed to approximately 9,200 vic- 
tims of automobile operation in 1955 by 
reason of bodily harm or damage to their 
property. Within six weeks, approximately 
1,200 responses were received. A second 
set of questionnaires were mailed to the 
8,000 non-respondents. This second mail- 
ing brought forth two hundred more 
responses. The third mailing consisted of 
an abbreviated reply-card questionnaire 
to the 7,800 remaining non-respondents. 
This mailing went out four weeks after 
the second questionnaire had been mailed. 
The card mailing brought forth 840 re- 
plies. 

Direct interviews in the field were at- 
tempted on approximately one per cent 
of the non-respondents. Ninety-eight com- 
pleted interviews were accomplished. 
This brought the accident victim response 
total to 2,341 respondents, approximately 
one quarter of the initial mailing of acci- 
dent victim questionnaires. 

Insurance Claim Sample—The eight co- 
operating companies reported for the first 
week of May, 1955, 748 claims involving 
584 accidents. Almost two-thirds of the 
liability claims were from urban areas. 
One-eighth of the claims involved loca- 
tions not on public roadways or thorough- 
fares. (Off-roadway claims are not cov- 
ered under the Massachusetts Compulsory 
Automobile Liability system). Over 
one-half of the claims reported involved 
bodily injury (51.8 per cent). Approxi- 
mately 10 per cent of the accidents 
reported involved pedestrians. Three- 
quarters of the claims reported involved 
property damage. 

Over one-fifth of the claimants retained 
lawyers to file their claims. Only one in 
sixteen, (6.6 per cent) of the claimants 
actually went to court: of these, approxi- 
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mately one-half completed court action. 
Of the cases that were not settled out of 
court, less than two-thirds won liability 
awards. 

Nearly one-third of the bodily injury 
claims paid were below $100; over two- 
thirds were below $500 (69.2 per cent). 
One-seventh of the bodily injury claims 
paid were over $2,000. The highest bodily 
injury payment was $37,001. Two-thirds 
of the property damage claims paid 
amounted to less than $100. Only two 
per cent of the property damage claims 
paid were in excess of $750. The highest 
property damage claim paid was $1,104.51. 


Alternative Hypotheses 
The data obtained from the 1955 New 


Jersey automobile accident universe were 
the result of the present system of volun- 
tary liability insurance coverages, a finan- 
cial responsibility law, and an unsatisfied 
judgment fund. The first objective was to 
determine the cost of compensating auto- 
mobile accident losses including allow- 
ance for the losses not reimbursed. The 
project is currently in this stage of analy- 
sis. 

The first alternative hypothesis was to 
determine the cost of compensating New 
Jersey 1955 automobile accident losses 
under compulsory liability insurance as- 
sumptions as used in Massachusetts dur- 
ing 1955. The second alternative hypo- 
thesis was to determine the cost of com- 
pensating New Jersey 1955 automobile 
accident losses under the schedule of 
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benefits current at that time in the New 
Jersey Workmen’s Compensation law. The 
third alternative hypothesis was to deter- 
mine the cost of compensating New Jersey 
1955 automobile accident losses under the 
automobile compensation provisions as 
used in Saskatchewan Province, Canada. 


Present Stage of Project 

Since this is a progress report and the 
study is in the tabulating stage of costing 
the New Jersey experience as observed, it 
is premature to present conclusions. The 
excitement of studying a state-wide uni- 
verse on this scale is extreme. The prob- 
lem of the “uninsured motorist” and the 
uncompensated automobile victim is be- 
coming more and more acute. As one 
casualty insurance company president has 
said: “. .. the costs and wastes of litiga- 
tion, the iniquities in compensation aid, 
the inability of our court system to handle 
the mountains of litigation, all the delays 
attendant on court litigation, and what is 
to me a tragic failure of the present sys- 
tem, the hindrance to medical care and 
rehabilitation of the injured pending ad- 
judication of claims—all these difficulties 
in the present system must inevitably re- 
sult in such public dissatisfaction that 
radical changes in our system of adjudi- 
cating and compensating for traffic injuries 
will evolve.” This piece of social research 
by the Bureau of Economic and Business 
Research at Temple University is dedi- 
cated to the hope of advancing toward an 
improved system of reimbursement for 
traffic injuries. 
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THE INSURANCE CURRICULUM IN COLLEGIATE BUSI- 
NESS EDUCATION’ 


Haroitp C. Krocu 


Univeristy of Kansas 


The speakers in the earlier session today 
asseverated the functions and goals of 
schools of business and business educa- 
tion. Attention was also given to the uni- 
que principles of insurance. All of the 
participants evinced the conviction that 
something of the art and the science of 
business practice can be acquired by stu- 
dents in a college atmosphere. With the 
assumption that this is a valid conviction, 
it then follows that the schools of business 
must meet the challenge in the charge to 
develop more and better business man- 
agers for this nation. 

It is of paramount importance to recog- 
nize that a major function of a business 
education is to prepare men and women 
to cope wisely with real problems stem- 
ming from risk and uncertainty. It is 
presumed that the college experience is 
enriched if students are given the oppor- 
tunity to acquire depth of insight and a 
capacity to judge soundly from factual 
situations. To encourage the intellectual 
growth of a student in the insurance cur- 
riculum, it is vital to have him aware that 
much of the responsibility for learning 
rests with the individual. Indeed, it is 
essential that the student take an active 
role in the learning process and that he 
be encouraged to accept more responsi- 
bility for a thoughtful and an analytical 

1 The statements included under this title are 
those of the discussants of Harry J. Loman’s 
paper (page 1). Dr. Krogh served as moder- 
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approach leading to competent decisions 
based upon substantive knowledge of 
risk management. 

The soundness of the insurance cur- 
riculum will be measured in terms of its 
contribution to the development of skill in 
critical thinking and proficiency in com- 
municating results of such thinking to 
others in a highly interdependent society. 
Progress in attaining a more effective col- 
lege insurance curriculum is identified 


_with methodology which will motivate 


the student toward the objective of ac- 
cepting responsibility as a business ad- 
ministrator and as a citizen. 

To stimulate this motivation requires 
effective teaching. It may be observed 
that what a teacher is as a human being 
is as important as what he knows or can 
know or can place into an insurance cur- 
riculum. A superior instructor must be 
enthusiastic about his subject; and he 
must possess an orderly, creative mind. 
He must be dedicated to the belief that 
mankind improves by means of education. 
A good college teacher of insurance must 
have a constructive or affirmative philos- 
ophy of mind. It is, thus, germane to the 
subject of an effective insurance curricu- 
lum that competent faculty members have 
the conviction that learning about risk 
management and insurance principles be- 
speaks a sound contribution to an orga- 
nized knowledge which enables the col- 
lege graduate to face courageously the 
pervasive elements of risk and uncertainty. 
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W. O. Bryson, Jr. 


Morgan State College 


This reviewer finds it difficult to dis- 
agree with the thesis which Dr. Loman 
has offered. As a matter of fact, he is of 
the opinion that a number of courses in 
insurance have been modified in such a 
manner as to cover risk and uncertainty 
in a number of areas, even though he 
doubts seriously that any of the courses 
have been integrated as much as Dr. Lo- 
man proposes. Individuals who offer 
classes in insurance which are required 
of all business administration majors find 
it necessary to delete many of the tech- 
nical phases of the work in insurance and 
to discuss elimination of risk, contracting 
out, hedging, assumption of risk, and self- 
insurance, as well as insurance, as methods 
of dealing with risk. 

Dr. Loman appears to be on sound 
ground when he contends that insurance 
offers greater promise as “the integrating 
course in business administration” than 
any other course in the curriculum. Those 
who either teach in small colleges or in 
universities with small departments of 
business administration frequently have 
occasion to teach such courses as account- 
ing, business law, finance, marketing, prin- 
ciples of economics, and statistics. As 
either the school or department grows and 
the instructor finds it possible to spe- 
cialize, he will find that he has more 
opportunities to make use of materials 
from these other subject matter areas if 
he keeps insurance than if he keeps any 
other single course. 

The definition of insurance which Dr. 
Loman offers: “Insurance is a means of 
reducing uncertainty with respect to per- 
sonal and business affairs,” gives one an 
opportunity to discuss self-insurance 


which he could not discuss if he used the 
definition by Irving Pfeffer, as cited by 
Loman: “Insurance is a device for the 
reduction of uncertainty of one party, 


called the insured, through the transfer of 
particular risks to another party, called 
the insurer, who offers restoration, at least 
in part, of economic losses suffered by 
the insured.” 

The broader definition of insurance per- 
mits one to discuss a number of decisions 
which are important from the point of 
view of managerial decision-making in 
connection with theft, title, and credit in- 
surance, to mention only a few narrow 
areas covered by the industry-oriented 
course. There are areas in many cities in 
which theft insurance can not be bought 
because of the poor experience insurers 
have had with this line. A discussion of 
loss prevention steps that may be taken 
and have been taken by management in 
these areas is of considerable interest to 
students and gives one an opportunity to 
expand the course beyond the “narrow 
concept” of insurance. 

Some examples of loss prevention steps 
which involve managerial decision-mak- 
ing and insurance follow: 

The proprietor of a shoe store places a 
number of shoes on display in his window, 
but he does not include any pairs of shoes. 
This act makes the merchandise in the 
window useful from an advertising stand- 
point but useless to a burglar. 

A liquor store places empty bottles filled 
with water in the window. In addition to 
minimizing loss in the event of theft, the 
cost of maintaining the proprietor’s inven- 
tory is reduced through this act. 

A grocer has a bell that rings when the 
door is opened in order to attract his at- 
tention and the attention of other mem- 
bers of the family. A restaurant owner re- 
tains three bulldogs to guard the premises. 
A bakery has armed guards on duty. 

One store leaves its cash register in view 
and the drawer opened. The owner is of 
the opinion that the cost of having the cash 
register repaired would be greater than the 
loss that he might suffer from having funds 
removed from the cash register. 

Some individuals feel that large amounts 
of cash should not be kept in either the 
cash register or the safe. The safe is con- 
sidered a good place to keep the books of 
the business because it will protect them 


ate 
fer 
* 
3 
+ 
ats 
S 
f 
| 3 
= 
he 


78 The Journal of Insurance 


against destruction due to fire. If the cash 
can not be put in the night depository 
vault, many individuals prefer leaving the 
cash in a file cabinet (even without a lock) 
to putting it in the safe. They contend that 
any good thief can open a safe, but it takes 
a very good secretary to find items which 
have been put in a file cabinet. Other firms 
use the services of detective agencies and 
have installed burglar alarm boxes on the 
premises. 


While other techniques are also employed 
to assist in solving this problem, one may 
see that the teacher who is offering a 
course in insurance has an opportunity to 
discuss managerial decision-making. 
Rather than give illustrations of this 
type for other areas, this reviewer will 
leave it to the reader to use his imagina- 
tion. A broader background than business 
administration will be needed by those 
who extend their courses to cover psychol- 
ogy, sociology, history, and mathematics. 
A course that covers these areas should 
offer the student an enriching experience. 
This reviewer hopes that Dr. Loman or 
some other individual will begin prepar- 
ing teaching materials or a textbook that 
will meet the specifications outlined in 


his paper. 
M. Howarp 
University of Florida 


The role of a discussant seems to in- 
volve an obligation to talk about ideas 
related to the paper presented. It allows 
a good deal of latitude in the selection of 
ideas to be discussed. This paper includes 
comments on a few specific thoughts ex- 
pressed by Dr. Loman and presents some 
of the author’s thoughts on undergraduate 
courses in insurance in collegiate schools 
of business administration. Professor Lo- 
man’s assumption that a considerable 
change in the undergraduate curriculum 
in schools of business administration will 
take place within the next several years 
also underlies the following discussion. 


This discussant agrees with Dr. Loman 
that the nature of insurance as a study 
warrants its treatment as a separate field 
in colleges of business administration. It 
may also be chosen as a “unifying” course 
that could serve as a vehicle for “integrat- 
ing” many other areas of learning and 
investigation. However, there is no real 
need for insurance to be considered a 
separate field from an administrative point 
of view. Although it is entirely appro- 
priate that departments of insurance exist 
in some colleges, in most schools this is 
unnecessary. At the University of Florida, 
for example, insurance is combined with 
finance quite satisfactorily. In other col- 
leges it might be quite logical to have de- 
partments in which insurance is combined 
with one or more other fields. Perhaps 
there are some colleges in which the ad- 
ministrative arrangements influence to a 
considerable extent the type of courses 
taught and their content. In such circum- 
stances a professor of insurance well might 


‘want to be in a department of insurance. 


Another point of disagreement also is 
related to administration rather than to 
the type of courses which should be 
offered. Reference is made to Loman’s 
comments on the type of insurance courses 
that are likely to survive rigorous reexami- 
nation by curriculum committees. He in- 
dicates that “Unless it can be shown that 
the subject matter has a proven basic and 
presumably permanent value, it will not 
survive a thorough curriculum revision.” 
This discussant hopes this view is correct, 
but he is not as optimistic as Loman. 
While curricula in many schools will be 
thoroughly reviewed within the next sev- 
eral years, there will still be many courses 
—some of them in insurance—that will 
survive although they will not have sub- 
stantial subject matter of basic and per- 
manent value. 

The type and number of insurance 
courses offered in a particular college of 
business administration should depend on 
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the purpose these courses are to serve. 
Some schools quite properly offer a cur- 
riculum in insurance specifically to pre- 
pare the students for a career in insurance. 
Undoubtedly there are a number of young 
men and women who feel fairly certain 
that they will make a career in the insur- 
ance industry. The existence of excellent 
schools that provide a number of courses 
organized to provide a foundation for an 
insurance career presents a real oppor- 
tunity for these people. It is quite possible 
that the variety of courses offered in this 
highly specialized field is entirely justi- 
fied. There might reasonably be as many 
as four or five such schools in the United 
States. Whether a particular school is to 
offer this specialization in insurance—or 
any other field—is a basic decision in de- 
veloping the curriculum. 

This reviewer is somewhat critical of 
highly specialized insurance courses offer- 
ed by schools that do not have a clear and 
compelling reason for preparing students 
specifically to enter the insurance field. 
For example, it seems that few schools 
should offer courses in fire, casualty, and 
marine insurance. The business man—and 
that is what business schools are prepar- 
ing their students to be—is not concerned 
with whether or not a particular risk may 
be covered by fire insurance or marine 
insurance. He is concerned with the risk. 
It is for this reason that the appropriate 
orientation is risk rather than the organi- 
zation of the insurance industry. 


Courses in the life insurance area may 
be subject to similar criticism. The appro- 
priateness of offering the traditional 
courses in life insurance in the college of 
business administration is seriously ques- 
tioned by this discussant. These courses 
are primarily concerned with ordinary life 
insurance. In recent years a number of 
insurance teachers have given increasing 
attention to health insurance. These cov- 
erages are essentially aspects of personal 
finance if they are not regarded as specific 


preparation for a career in life insurance. 
If a student wants a course in personal 
finance, he should take a more general 
course in the subject. After that he might 
conceivably elect greater specialization in 
the field of life insurance, but this is a no 
more important aspect of personal finance 
than work in personal investment and 
home ownership. These courses are more 
appropriately offered as a service to a 
department of home economics than as a 
part of the curriculum in business admin- 
istration. 

This type of speculation has led this 
writer to wonder why courses in life in- 
surance ever became popular. The best 
reason seems to be that S. S. Huebner 
wrote a good book on the subject many 
years ago. Since there was a textbook 
it is not surprising that a number of peo- 
ple became interested in offering a course 
in the subject. Considerable support for 
the professor who wants to teach courses 
in life insurance has come from various 
segments of the life insurance industry 
and through the publication of a number 
of excellent textbooks. 


Most schools should offer courses in 
insurance with the thought that only a 
few students will go into the insurance 
industry and that the others should take 
courses in insurance primarily to give 
them a background that will make them 
better managers in whatever line of busi- 
ness they may enter. A fairly complete 
offering in insurance at these schools 
might be made up of three courses. All of 
them should be oriented toward risk and 
risk bearing. The introductory course 
would provide an understanding of the 
economic principles involved in handling 
risks and the social and economic institu- 
tions that influence the ways in which 
risks are handled in the United States. 
While the purpose of a college of busi- 
ness administration may be to prepare 
young people for business careers, it seems 
to be appropriate that a considerable part 
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of the elementary course in insurance be 
devoted to risks facing individuals and 
families. These risks illustrate the princi- 
ples concerned, introduce the students to 
certain institutional aspects of the treat- 
ment of risk, and are close enough to the 
problems of the students themselves to 
capture their interests. The course should 
also consider various risks faced by busi- 
ness organizations, governments, and per- 
haps agricultural enterprises. A relatively 
small proportion of the introductory 
course would be given to a consideration 
of the organization of the insurance in- 
dustry and the operation of insurance 
companies. This introductory course in 
risk and insurance should be required of 
all students who major in business ad- 
ministration. It seems odd that many col- 
leges of business administration, dedicated 
to preparing young people for business 
careers in a free economy which stresses 
the profit motive, do not require any sys- 
tematic study of risk and insurance. 

Two other insurance courses should 
probably be concerned specifically with 
risks faced by business organizations and 
the way these risks are treated. One of 
these courses might be called “employee 
benefits.” It would be concerned with 
pension plans, group life insurance, group 
health insurance, workmen’s compensa- 
tion, unemployment insurance, and social 
security. The other course—perhaps called 
“risk management”—should be concerned 
with the risks of loss through damage to 
property and through liability. It may be 
that a single one-year course could com- 
bine the introductory material, employee, 
benefits, and the property coverages. Cir- 
cumstances will make a few courses be- 
yond this level desirable at a number of 
colleges of business administration. 


Rosert M. STEVENSON 


Texas A. & M. College 


One of the jobs of insurance educators 
is to aid students in preparing to enter the 


insurance industry. Therefore, it is im- 
portant to find out what the insurance in- 
dustry thinks are important characteristics 
in the education of prospective college- 
trained personnel. Attitudes of insurance 
company representatives as expressed on 
many campuses leads to much confusion 
on this point. In contrast to most job in- 
terviewers, e.g., interviewers seeking engi- 
neers, accountants, or journalists, those 
seeking insurance personnel often have no 
uniform ideas as to what qualities they 
seek. 

The following observations are illus- 
trative: 


(1) Notices are posted by the place- 
ment office stating that “The Spindle Top 
Insurance Company will interview the 
following majors for selection and train- 
ing: agricultural economics, English, lib- 
eral arts, general business, accounting, 
and insurance.” It is granted the company 
needs all types of majors, but often ac- 


- countants are selected for sales work and 


the liberal arts major becomes a special 
agent. Many times specialized insurance 
training appears not to be important. 

(2) In the past interviewers have been 
asked what insurance courses are needed 
to aid the students in the insurance indus- 
try. Replies range from “all he can get” 
to “we would just as soon he not have any 
—or perhaps one course in principles.” 
Such an answer might be discouraging to 
many insurance instructors. 

(3) As for grades, again the interview- 
ers disagree. Some are anxious to employ 
“brains,” while others openly state: “We 
don’t require the top brains, Joe Average 
will fit nicely into our organization.” In 
addition, many placement officers would 
probably add that many insurance com- 
panies are not interested in top quality 
academic students because they do not 
bid for them in monetary terms. 

(4) Then there is the rather brutal 
method of hiring all takers on a commis- 
sion basis and letting economic attrition 
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eliminate those who are not suited for the 
job. Fortunately this philosophy is not 
shared by the majority of interviewers. 

(5) Others in the insurance industry 
have openly opined that the man who will 
serve them best is the man who comes 
into the insurance field after having 
matured unhappily in some other field or 
fields. 


The above five observations do not 
comprise a complete or exhaustive list- 
ing; however, they are sufficient to sug- 
gest a lack of uniformity in what the 
insurance industry looks for in a college 
graduate. Collegiate teachers of insurance 
would gain much if the insurance industry 
would solidify its thoughts and be a little 
more uniform in its desires. 
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NON-GROUP ENROLLMENT FOR 
HEALTH INSURANCE: A Study of Ad- 
ministrative Approaches of Blue Cross 
Plans. By Sol Levine, Odin W. Anderson, 
and Gerald Gordon (The Health Informa- 
tion Foundation). Harvard University 
Press, Cambridge, Massachusetts, 1957. 
xiii plus 171 pages. $5.00. 


Reviewer: O. D. Dickerson, Associate Pro- 
fessor of Insurance and Real Estate, 
Florida State University. 

This book is one of a series of studies 
developed under the auspices of The 
Health Information Foundation, a non- 


profit foundation supported by the phar-. 


maceutical industry. Unlike the two 
earlier studies, it goes into considerable 
detail regarding the operation of a par- 
ticular type of health insurance mecha- 
nism, the Blue Cross hospital association. 
In this respect, the title is somewhat mis- 
leading. The book does not refer to all 
health insurance, but only to hospital in- 
surance, one of several types of medical 
expense insurance. Moreover, within this 
delimited area it is concerned with only 
one type of insurer, Blue Cross. This im- 
plication is corrected in the subtitle, but 
unfortunately not all readers notice and 
not all bibliographies list subtitles. This 
particular book has already been included 
in bibliographies where it probably does 
not belong probably because of the gen- 
erality implied in the title. 

The problem studied was how Blue 
Cross plans can safely enroll the non- 
group population without exposing them- 
selves to adverse selection. The non-group 
population is defined as economically self- 


sustaining persons who do not work for a 
common employer in numbers large 
enough to qualify for group coverage. 
Despite the fact that Blue Cross plans 
have been known to enroll groups as 
small as two persons, the minimum size 
for group eligibility was set at five in this 
study. A cardinal principle of the Blue 
Cross movement is the responsibility of 
the plan to serve the entire community. 
Thus Blue Cross personnel should not 
restrict their enrollment efforts to em- 
ployee groups. 

The authors estimate the non-group 
population to be 56 million persons out 
of a total population of 160 million. The 
non-group population does not include the 
armed forces (3.6 million) nor the insti- 
tutionalized (1.6 million). They estimate 
that about 8.6 per cent of the non-group 
population is covered by Blue Cross plans 
and about 17 per cent by insurance com- 
panies. For non-group persons aged 55 
to 64, insurance companies cover 2% 
times as many persons as Blue Cross and 
for those age 65 and over almost three 
times as many. Similarly the insurance 
companies have been more successful in 
reaching those of low incomes, those in 
the South, and other segments of the popu- 
lation presenting coverage problems. 

The study employed a variety of meth- 
ods. The population and coverage esti- 
mates were largely derived from second- 
ary sources. A questionnaire was sent out 
to (and returned by!) all 85 United States 
and Canadian Blue Cross plans. This eli- 
cited information as to the present and 
former use of various methods of non- 
group enrollment and as to the manage- 
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ment attitude towards a number of re- 
lated problems. Another questionnaire 
was sent to the insurance commissioners 
of the states. In addition detailed studies 
were made of five plans to examine the 
operation of various enrollment techni- 
ques. 

The book discusses five methods of non- 
group enrollment. The most commonly 
employed method (used by 73 per cent 
of plans) is continuous over-the-counter 
enrollment. Under this method, individual 
subscribers are accepted all year. It may 
or may not be accompanied by advertis- 
ing and solicitation. Sixty-three per cent 
of the plans enroll non-employee groups 
on what insurance companies would call 
a franchise or association group basis. 
The study provides detailed information 
about the enrollment experience of one 
plan with farmer associations. One third 
of the plans hold periodic enrollment cam- 
paigns, running from ten to fourteen 
days. The limited period presumably 
limits adverse selection, although some of 
the plans using this technique also permit 
voluntary enrollment throughout the year. 
One fourth of the plans conduct similar 
campaigns in a single community or 
county and an additional six per cent con- 
duct such community campaigns but 
“require” a certain enrollment percentage 
for the plan to go into effect. There is, 
however, no case on record where cover- 
age was denied for failure to reach the 
“required” percentage. All plans permit 
employees leaving covered groups to con- 
vert to individual certificates, but the 
proportion converting is only forty per 
cent. 

While the general reader may not be 
too concerned with the details of the non- 
group enrollment techniques, he will find 
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the book of great value in indicating some- 
thing of the philosophy, characteristics, 
vocabulary and attitudes of the Blue Cross 
movement and its participants. The au- 
thors point out that “. . . like other social 
movements, Blue Cross has a well defined 
ideology, zealous and articulate propo- 
nents, an organizational structure, and nu- 
merous members or adherents. While Blue 
Cross does not elicit emotional identifica- 
tion or enthusiasm from all its members, 
it can hardly be said to differ from other 
social movements in this respect... . A 
popular sociological observation is that 
these movements tend to compromise with 
the dominant institutional structure, to 
relent in the intensity with which they 
pursue their objectives, and to adopt 
means or mechanisms which are incon- 
gruous with the goals they originally 
espoused. . . . Leaders are debating 
whether Blue Cross, as a non-profit com- 
munity plan, should adopt some of the 
principles, methods and safeguards em- 
ployed by its competitors, the private in- 
surance companies.” (pp. 6-7) Pages 5 
and 6 include what is probably the best 
list of the “ideals” of the movement which 
has yet appeared in print. It is with diffi- 
culty that this reviewer conforms to space 
limitations and refrains from reproducing 
them here. 

Throughout the book the unique voca- 
bulary of Blue Cross is evident. In the 
words of the authors, “Blue Cross person- 
nel deliberately employ terminology that 
will distinguish Blue Cross from private 
insurance companies.” For the conveni- 
ence of readers of the instant volume and 
of other publications influenced by this 
private language, this reviewer has pre- 
pared the following brief glossary of Blue 
Cross terms: 


Actuarial controls .............. Underwriting standards or policy restrictions, exclusion, or limits. 
ens Lapse, surrender, or cancellation by the policyholder. 

eS eee Broader than something else. (Used in this sense also by in- 


surance companies. ) 
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Cooperative contract . Contract including a percentage participation or “coinsurance” 

Co-pay contract clause. 

Enrollment representative . -Salesman or agent. 

Enroll members ... Sell insurance. 

Enrollment fee . . . .....0ssse0ee Policy fee. If paid to the “representative,” it may be almost 
a commission. 

Limit of insurer’s liability expressed usually in dollars. May 
refer to a particular benefit or an aggregate. 

Non-group enrollment... ........ Selling to individuals. 

Over-utilization ... Moral hazard. 

Public on wld department ...... Advertising and/or agency department. 


While this list is far from complete, it 
may serve as a foundation for a more 
complete lexicon in the future. 

The book brings out many of the atti- 
tudes of Blue Cross administrators. The 
most surprising, and thus most interesting, 
have to do with the use of deductibles and 
percentage participation (coinsurance). 
Seventy-four per cent of the administra- 
tors felt that deductibles were either 


necessary, desirable, or both; and 88 per . 


cent felt this way about percentage par- 
ticipation. This apparently represents a 
startling shift of opinion and tends to con- 
firm the sociological observation above. 

The book is very well written and 
makes a pleasant afternoon’s reading. By 
skipping the appendix, which is all full 
of methodology and tables, the reader can 
readily finish by cocktail time. When he 
is finished he will not only have been ex- 
posed to an excellent study of non-group 
enrollment, by competent professionals; 
but he will have a much better under- 
standing of what Blue Cross is all about 
—and perhaps even why. Primarily for 
these latter reasons, the book deserves a 
place in the library of every serious stu- 
dent of health insurance and might serve 
well as a collateral reading in advanced 
courses in the field. In publishing this 
series of books and studies, the Health 
Information Foundation is making a major 
contribution to the knowledge and litera- 
ture of health insurance. 


FAMOUS FIRES. By Hugh Clevely. The 
John Day Company, New York, 1958. 168 
pages. $3.50. 


Reviewer: James L. Athearn, Associate 
Professor of Insurance, University of 
Florida. 


Famous Fires is a book that should be 
read by everyone. The fact that it is writ- 
ten in an easy-to-read style and is con- 
cerned with a series of exciting accounts 
of disasters may induce a large number of 
people to read it. Because of the import- 
ant message contained in Famous Fires, it 
should be given considerable publicity. 

The organization of this book is quite 
simple. It is divided into three pa ‘s, al- 
though they are not labeled as such. The 
first part is an introductory discussion of 
fires. In this discussion, the major thesis 
of the book is stated: most fires in which 
there were disastrous losses of life and 
property should never have occurred. As 
a matter of fact, most of the losses caused 
annually by “small and unnotable fires” 
either should not occur at all or should 
not result in anything approaching the 
damage which they do cause. The reason 
that such fires do occur and do result in 
serious loss is quite simple: people who 
can prevent them or prevent the losses 
that result either do not understand fire 
or are almost criminally negligent. 

Fire can be dangerous. Therefore, it is 
important to know something about it. 
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In order to burn, a fire needs heat, fuel, 
and oxygen. When one of these elements 
is missing, the fire will go out. To the 
householder, the most dangerous fires is 
one smouldering in a closed room or 
closed basement. All such a fire lacks is 
oxygen. When a person not trained in fire 
suppression investigates such a fire, it 
will virtually explode when he opens the 
door and a supply of oxygen rushes into 
the room. What the householder should 
do when he thinks there is a fire on the 
premises is very simple: (1) call the fire 
department at once; (2) if there is a fire 
behind a closed door, don’t open that 
door. 

Trained fire fighters have a priority list 
for their activities. First, they rescue those 
in the building. Second, they prevent the 
fire from spreading. Third, they extinguish 
the fire by removing the heat, oxygen, or 
fuel. That is, they cool it, smother it, or 
starve it. In any event, speed is the es- 
sence of fire fighting. Practically all fires 
are small when they start. It is delay that 
permits the occurrence of large fires. 

The second part of this book is a series 
of factual reports of disastrous fires. These 
reports make fascinating reading in spite 
of the fact that they have an almost mo- 
notonous similarity with regard to the es- 
sential details. In many cases, exits are 
not marked or are locked. This was the 
case in the Cocoanut Grove Night Club 
fire in Boston in 1942 where 490 people 
died. The building was a fire trap. Two 
year later, 163 people were killed in a 
circus fire. A small fire set the huge tent 
afire and the tent had been water proofed 
with highly inflammable material. In 1946, 
119 guests of a fireproof hotel in Atlanta 
were killed when the non-fireproof in- 
terior of the hotel burned. All the hotel 
needed after the fire was redecorating. 

In many fires panic is the real killer. 
This is demonstrated in the account of a 
theatre fire in Ireland. The fire was minor, 
but a panic-stricken rush for exits caused 


a terrible loss of life. In other cases, such 
as the S.S. General Slocum, it is a com- 
plete lack of fire fighting equipment that 
results in loss. 

This book gives an account of twenty- 
five fires in various parts of the world, 
mostly in the United States. Some are 
building fires, some at sea, some forest 
fires. Most were caused by carelessness, 
but in many cases the cause was never 
determined. The greatest disaster of all 
was the 1923 earthquake and fire in 
Japan, which caused 200,000 deaths. 

In a postscript, the author tells the 
reader that only those who are inclined to 
be nervous anyway are apt to find them- 
selves looking around nervously for an 
exit from any public building they enter 
after having read this book. As he points 
out, people take precautions against sick- 
ness without being morbid about it. The 
same people, however, are extremely care- 
less about fire. “Important” fires occur so 
frequently that there is no logical stop- 
ping place for this book. Now that it is 
in print, however, it should shock those 
who read it into being more cautious with 
fire and fire hazards. 

For those teaching courses in insur- 
ance, this book contains some excellent 
accounts of fires which should be of in- 
terest to students. If you want to bring 
a little more life to the fire insurance 
course, have the students read a chapter 
or two of Famous Fires. 


THE LOCAL INSURANCE AGENCY 
IN KANSAS. By Harold C. Krogh and 
Frank P. Dobyns. Bureau of Business 
Research, University of Kansas, 1957. 87 


pages. 


Reviewer: David R. Fitch, Texas A. & M. 
College. 


This study undertook to examine the 
structure, characteristics, and functioning 
of the local property-liability insurance 
agency system in Kansas. The authors de- 
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rived most of their information from the 
replies to 800 questionnaires mailed to 
agencies in that state. In 1955 a few more 
than 10,000 individual resident property 
liability agents’ licenses were outstanding 
in Kansas. The response—329 agencies re- 
turned the form—was surprisingly good 
in view of the length and complexity of 
the questionnaire. Fifty-nine questions 
were asked, many requiring multiple an- 
swers and several requiring essay-type 
answers. The authors are to be com- 
mended on their successful motivation of 
the Kansas insurance fraternity to devote 
the several hours of work that must have 
been necessary to answer conscientiously 
each questionnaire. 

The findings of the factual portion of 
the study cover such matters as age of 
the agency; legal form of organization; 
number of partners or stockholders; num- 
ber of recording agents and soliciting 
agents and method and amount of com- 
pensation of each; average salary of 
clerical employees; gross premium vol- 
ume by lines; number of insurers repre- 
sented; limits of loss-claim adjustments 
by lines; location by floor and rental value 
of office; value of physical assets and 
going-concern value of agency; provision 
for business continuation agreement and 
method of funding; types of business 
handled in addition to insurance; extent 
of formal training provided for agents 
and clerical employees; age, sex, length 
of service, and education of each clerical 
employee; and age, sex, length of serv- 
ice, academic and professional education, 
specialty, outside civic activities, and 
number of working hours per week of 
each agent. Space limitations prevent the 
inclusion in this review of the findings 
reported in the study, except to note that 
Kansas agencies do not appear to vary 
appreciably in these many aspects from 
what could be assumed from an educated 
guess concerning Kansas agencies. 


Another section of the study deals with 


the desires, ideals, goals, opinions, and 
attitudes of the local agent, as far as these 
can be determined from impersonal writ- 
ten questionnaires. The agents were 
sounded out for their views on the sub- 
jects of adequacy of service to the public, 
extent of public dissatisfaction with the 
services and coverages of private insur- 
ance companies, opportunities for young 
men in local agency work, extent and de- 
gree of specialization of formal education 
recommended for those planning to enter 
the business, and the progress being made 
in securing professional status for the in- 
surance agent. The reviewer regrets that 
the attitudes reported, because of their 
diversity, cannot be summarized here. It 
can be noted that the majority favored a 
college degree in a general curriculum. 

The authors concluded that many tra- 
ditional practices of Kansas agencies as 
those in other states, are undergoing 
change. They detected definite trends to- 
wards more multiple-line underwriting, 
more simultaneous representation of both 
stock and mutual insurers, greater sale of 
life insurance by property-liability agen- 
cies, and a greater interest in attaining 
more professional recognition for agency 
practitioners through higher qualification 
standards and broader education and 
training of agents. 


THE AGENT’S AUTOMOBILE INSUR- 
ANCE HANDBOOK. By Lawrence F. 
Smith, Director of Education, National 
Association of Insurance Agents, Inc. 
1957, 123 pages. $4.20. 


Reviewer: William B. Buckman, Man- 
ager, Research Department, Association 
of Casualty and Surety Companies. 
Written in layman’s language, this 
handbook is primarily intended as a ref- 
erence for agents and as supplemental 
reading for students. In the author's own 
words, “Because of the essentiality of the 
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agent's role, the intricacies of the business, 
and the boldness of his competition, it is 
incumbent upon him to study and learn 
every important facet of his business: 
Coverages, Rating, Sales and Underwrit- 
ing. This book provides that informa- 
tion.” 
The handbook is divided into five parts: 
Coverages, Rates and Premium Calcula- 
tion, Rating Plans, Cancellation and In- 
stallment Premium Plans, and Automobile 
Insurance and State Laws. In addition 
there are three pages of practice questions 
and answers. The book is in looseleaf 
form so that supplements and revisions 
may be added from time to time as neces- 
sary. 

Considering the purpose of the hand- 
book; an excellent job was done by the 
author in lucid writing and in organizing 
the material for continuity from topic to 
topic although certain sections might 
have been expanded. For instance, the 
section on “Rating Plans” could have in- 
cluded more detail, especially since insur- 
ance literature so often neglects this in- 
teresting and vital subject for “non- 
actuarial” audiences. Incidentally, there 
are plans by the National Association of 
Insurance Agents to publish a booklet de- 
voted exclusively to casualty rating. 

For the reader interested in obtaining 
a non-technical, unified picture of auto- 
mobile coverages and related problems 
(as complete as 123 pages will allow), 
this reviewer recommends this handbook. 


IF THERE WERE NO LOSSES—THE 
STORY OF CHUBB AND SON FROM 
ITS FOUNDING IN 1882 UNTIL 1957. 
By Thomas Caldecot Chubb. Chubb and 
Son, New York, 1957. 93 pages. 


Reviewer: Harold J. Hoflich, Professor of 
Business Administration and Associate Di- 
rector of the Bureau of Business and Pub- 
lic Research, University of Arizona. 

This handsomely-bound volume was 
published by Chubb and Son to com- 


memorate its seventy-fifth anniversary. 
The author is a grandson of one of the 
founders of this well-known insurance 
firm. The title is taken from the insurance 
adage, “If there were no losses, there 
would be no premiums,” and refers to the 
principle, established by an early manager 
of the firm’s loss department, that the 
spirit rather than the letter of an insur- 
ance contract should guide the handling 
of claims. The book is frankly eulogistic 
in tone, but this is neither surprising nor 
objectionable in a volume published 
openly by a business firm (or.any organi- 
zation) on such an occasion. 

Chubb and Son was organized in New 
York City in 1882 by Thomas Caldecot 
Chubb and his son, Percy, the ‘firm act- 
ing as manager of the insurance depart- 
ment of the New York agent of a British 
marine insurance concern, the Sea Insur- 
ance Company. A little later, to increase 
their business, the Chubbs organized the 
New York Marine Underwriters, a “Lloyds 
type” enterprise, with Chubb and Son as 
manager. Actually this organization bore 
little resemblance to Lloyd’s of London 
and was composed of 100 investors, each 
of whom subscribed $1,100 and was liable 
for his share of such risks as the manager, 
Chubb and Son, might assume. In 1884 
Chubbs became American representative 
of the Marine Insurance Company of Lon- 
don. 

During its 75 years of existence; Chubb 
and Son has taken on new partners, now 
12 in number. Its operations have spread 
from ocean marine into virtually all other 
fields of insurance except life. It main- 
tains 15 offices scattered throughout the 
United States, with two in Canada; and 
the Federal Insurance Company owns a 
subsidiary in Cuba. In 1883 total net pre- 
miums for the two businesses (one Amer- 
ican, one English) managed by Chubb 


‘ amounted to about $475,000. In 1956 


total net premiums from its two American 
companies, from the four British com- 
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panies it represents, and from its share 
of the business of Associated Aviation 
Underwriters, were nearly $73 million. 

During its long years of growth, prob- 
ably the most important Chubb acquisi- 
tion was the United States Guarantee 
Company, the control of which was pur- 
chased by Percy and Hendon Chubb in 
1921. U.S. Guarantee had been in the 
bonding business only, but when the 
Chubb interests acquired control its char- 
ter was amended so it could enter the 
casualty field. This company was merged 
into the Federal Insurance Company in 
1953. 

The Vigilant Insurance Company was 
organized in 1939 as a subsidiary of the 
Federal. Another Federal subsidiary is 
the Compania de Seguros Federal de 
Cuba, set up in Cuba in 1941. It engages 
in automobile, fire, and marine insurance 
and bonding. 

In 1929 Chubb and Son played a major 
role in organizing the Associated Aviation 
Underwriters to write all classes of air- 
plane risks, including damage by fire, 
accident, tornado and windstorm; losses 
from theft and pilferage; and public lia- 
bility, workmen’s compensation, and loss 
of use. It was made up of 13 fire and 
marine and three casualty companies with 
combined assets of more than $300 mil- 
lion. 

One of the more important roles played 
by Chubb and Son has been that of ex- 
perimenter and innovator. Historian 
Chubb tells us that the philosophy of the 
firm, as expressed by Percy Chubb II, is 
that in insurance matters “the public in- 


terest requires two things: (1) strong 


groupings of old-line companies provid- 
ing a broad market for all types of insur- 
ance, and (2) independent companies, 
such as ourselves, who are willing to ex- 
periment on a selective basis, and who 
might be considered the pilot plant opera- 
tions for the whole industry.” 

The author readily admits the difficulty 


of precision in listing Chubb innovations, 
because new ideas have a way of appear- 


- ing in a number of places at about the 


same time. He does claim, however, that 
Chubb and Son was the first “or nearly 
the first” to develop and file the following 
recent fire insurance forms previously un- 
available in the domestic market: the de- 
ductible fire insurance plan; combined 
additional coverage for dwellings and 
their contents; depreciation insurance for 
buildings and contents; and valued busi- 
ness interruption insurance. He tells us 
that Chubb and Son pioneered and ad- 
vertised TIP, an extension to the apart- 
ment field of an already-existing home- 
owners plan. Also, the firm was front 
runner in developing “multiple peril” 
insuramce enabling the insured to carry 
much or most of his insurance in a “pack- 
age policy.” 

One gets the feeling that much more 
could have been written about the ro- 
mance of this company’s history. Enough 
is said in a few places to whet the appe- 
tite, but then the author returns too 
quickly to more mundane matters. 

For the student of insurance this vol- 
ume has other limitations. The loose 
narrative style, together with the brevity 
of treatment and lack of organization by 
subject matter, makes it difficult to get a 
clear picture of the company’s operations. 
At times the author does not distinguish 
clearly between the partnership and its 
various subsidiary and affiliated com- 
panies. Furthermore, the relationship be- 
tween Chubb and Son and the other con- 
cerns is not clearly delineated in all cases. 

It seems unfortunate that the author 
did not often probe below the surface in 
his history of this company. The firm’s 
75 years of operation cover a large part 
of the business history of the United 
States. To successfully survive such a long 
period, Chubb and Son must have met 
and conquered numerous problems in or- 
ganization, management, and competition. 
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Greater attention to these could have 
added much of interest and value. Also, 
more adequate discussion of Chubb’s re- 
lationship to and participation in the 
broad problems, tribulations, issues and 
controversies of the insurance business 
during this 75-year period would have 
been worthwhile. 

From the viewpoint of the business 
economist and the student of insurance 
this volume leaves much to be desired. 
Viewed as a commemorative volume, and 


at least in part a public relations effort, 
the defects do not loom so large or so 
portant. 

If There Were No Losses remains an 
interesting, though limited, chapter in the 
business history of the United States. It 
should have considerable interest for 
those engaged in the business of insur- 
ance. In spite of the limitations men- 
tioned above, it might be useful as a case 
study in advanced insurance courses. 
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A HISTORY OF THE BRITISH FIRE 
SERVICE. By G. V. Blackstone. Rout- 
ledge and Kegan Paul, Ltd., London, 
England. 483 pages. 60s. 


PERSONAL ACCIDENT INSURANCE. 
By R. C. Blanchard. Stone & Cox, Ltd., 
London, England, 1957. 206 pages. 
15s. 


FUNDAMENTALS AND NON-MED- 
ICAL ASPECTS OF LIFE INSUR- 
ANCE MEDICINE. By Board of Life 
Insurance Medicine. Association of 
Life Insurance Medical Directors. New- 
ark, New Jersey. 402 pages. $12.00. 


PERSONAL FINANCE. By Jerome B. 
Cohen, and Arthur W. Hanson. Rich- 
ard D. Irwin, Inc., 1958. 819 pages. 
$7.00. 


FINANCING HEALTH COSTS FOR 
THE AGED. Commissioner of Taxa- 
tion and Finance, New York, 1956. 239 


pages. 

MILLION DOLLAR PROFILES. By 
William T. Earls, C.L.U. Insurance 
Field Company, Inc., Louisville, Ken- 
tucky, 1958. 268 pages. $4.85. 


HAIL INSURANCE ON KANSAS 
WHEAT. By Max W. Fessler. Bureau 
of Business Research, University of 
Kansas, Lawrence, Kansas. 154 pages. 
$2.00. 


PENSIONS. James A. Hamilton, and 
Dorrance C. Bronson. McGraw-Hill 
Book Co., Inc., 1958. 410 pages. $8.00. 


READINGS IN INDUSTRIAL ORGAN- 
IZATION AND PUBLIC POLICY. By 
Richard B. Heflebower, and George W. 
Stocking. Richard D. Irwin, Inc., 1958. 
426 pages. $5.50. 


ELEMENTS OF CREDIT INSUR- 


ANCE: AN INTERNATIONAL SUR- | 


VEY. By Hans Karrer. Sir Isaac Pit- 
man & Sons, Ltd., Pitman House, 


LIFE INSURANCE. By John H. Magee. 
Richard D. Irwin, Inc., 1958. 819 pages. 
$7.25. 


CREDIT RESEARCH FOUNDATION: 
CREDIT MANAGEMENT HAND- 
BOOK. By National Association of 
Credit Men. Richard D. Irwin, Inc., 
Homewood, Illinois, 1958. 776 pages. 
$10.00. 


NATURE AND SIGNIFICANCE OF 
INSURANCE PRINCIPLES. By Irv- 
ing Pfeffer. The Society of Chartered 
Property & Casualty Underwriters, 
Philadelphia, Pennsylvania. 18 pages. 
$1.00. 


LIFE INSURANCE STOCKS AS IN- 
VESTMENTS. By J. T. S. Porte: field. 
Stanford University Press, 1956. 


PRINCIPLES AND PRACTICES OF 
AGRICULTURAL INSURANCE. By 
P. K. Ray. Bookland Private Limited, 
Calcutta, India, 1958. 365 pages. 18 
rupees. 


SELECTION OF RISKS. By Pearch 
‘Shepherd, and Andrew C. Webster. So- 
ciety of Actuaries, 1957. 327 pages. 

REGULATION OF INSURANCE IN 
TEXAS. By Texas Research League, 
1958. 79 pages. 

WHO’S WHO IN INSURANCE. The 
Underwriter Printing and Publishing 
Company. 704 pages. 
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London, Eniglarid, 1957. 194 pages. © 
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SERVICES FOR THE AGING. By Irv- AN INTRODUCTION TO ACCIDENT 
ing L. Webber. University of Florida © AND HEALTH INSURANCE. By 
Press, 1957. 159 pages. $2.50. Talow Publishing Company, Indian- 

apolis, Indiana, Revised edition, 1956. 
136 pages. 
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ASSOCIATION BUSINESS 


Minutes of Annual Business Meeting of The American Association 
of University Teachers of Insurance 


Chicago, Illinois, December 29, 1958 — 4 p.m. 


Reading of the minutes of the previous business meeting was 
dispensed with, since they were printed in the Journal and there 
was no request that they be read. 


Davis W. Gregg pointed out that there was an obvious need 
for standardization of insurance terminology. It was his feeling 
that some improvement could be made in this area and that this 
organization was the logical one to make the attempt. He outlined 
the plan for such a program, indicating that an AAUTI-controlled 
commission should be the governing body. He believed it would 
be necessary for AAUTI to undertake the original financing of 
this project; but that once the plan was underway, the insurance 
industry should be willing to appropriate funds. He stressed that 
a program to standardize insurance terminology must be evolution- 
ary and not revolutionary. To be successful it must have the full 
cooperation of the insurance industry. The membership was in- 
formed that $2,000 had been appropriated by the executive com- 
mittee for this project. 

Davis W. Gregg stated that there are in excess of 600 insurance 
teachers outside the United States. These individuals, together with 
those in our Association, comprise a logical group from which 
to form an international society of insurance. Dues should be 
minimum in nature and publication of a newsletter to facilitate 
cross-fertilization of ideas would be one of the immediate projects 
of such an organization. At a future date it would be hoped that 
international meetings of the members could be arranged. The 
executive committee has gone on record as favoring formation 
of such a society. 


Richard M. Heins reviewed the activities of the Research Com- 

mittee and announced that the following awards had been made: 

John Fonseca, $400—“Impact of Insurance Company Automa- 
tion on Insurance Education at the College Level” 

Ted Bakerman, $500—“Nature, Costs, and Use of Unpublished 
OASI Data for Determining Mobility Patterns of the Insur- 
ance Industry” 

Stanley Kossen, $100—“Utilization of Credit Insurance by Lend- 
ing Institutions in Western Washington” 
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Insurance Association Activities 


It was moved and passed that the chairman of the Research 
Committee be made an ex-officio member of the Executive Com- 
mittee. The membership was informed that a minimum of $1,000 
would be appropriated for research projects in 1960. 


The treasurer reviewed his report, a copy of which is attached 
to the minutes of the executive committee meeting contained herein, 
and pointed out that the very important policy of operating on a 
planned budget henceforth had been adopted. He also reported 
that the dates and places of the Allied Social Sciences meetings 
were as follows: 1959, Washington, D.C., December 27-30; 1960 
in St. Louis, December 27 through 30; 1961, New York City, De- 
cember 27 through 29. The possibility of meeting at a time and 
place other than that selected by the Allied Sciences was discussed. 


The president reported that the membership drive for individ- 
ual members was extremely successful during the last two years. It 
was pointed out that the proceedings issue of the Journal will have a 
tear-out membership application in it, and members were encour- 
aged to send these blanks to prospects. 


The president informed the membership that plans have been 
laid for an institutional membership drive, and that the dues for 
institutional members had been set at $50 per year and that 
AAUTI was counting heavily on the institutional membership drive 
to supply the needed funds for the organization’s expanded opera- 
tions. Eber M. Spence is chairman of this committee. 


The president reported that the consensus of the members on 
the Committee for Graduate Fellowships favored no direct action 
at the present time but that a report was to be sent to the member- 
ship by the committee in which they will be asked for their opin- 


ions. 


The president distributed copies of the report on summer fellow- 
ships and noted that the stipend had been increased to $800 for a 


six-week fellowship. 


W. O. Bryson, Jr. reported on the survey made of the member- 
ship in regard to what was desired in the Massachusetts Mutual 
Life Insurance kit. It was also stated that the project involving 
case study material was moving along. The Executive Committee 
had gone on record as favoring an outright grant for one year of 
$5,000 from the Million Dollar Round Table for this project. 


James J. Chastain, reporting for the ad hoc Committee on Part- 
time and Summer Work for insurance students, described the four 
activities of the committee. A survey was made of Association mem- 
bers, insurance company personnel officers, and insurance company 
presidents. A survey was also made of work opportunities in areas 
other than insurance. Tentative conclusions were that there is a 
need for greater appreciation on the part of the insurance industry 
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of students majoring in insurance. The Association members were 
urged to continue up-grading insurance students and to improve 
ties and communication with the insurance industry. 

William T. Beadles expressed the appreciation of the Associa- 
tion in regard to the $2,500 grant awarded in 1958 by the New 
York Life Insurance Company. 


Mark Greene, reporting for the Journal Advisory Committee, 
cited the following as specific objectives: 

1. The Journal should be developed as a medium for the ex- 
ploration of the inter-disciplinary character of the insurance busi- 
ness. Attention should be given to such areas as marketing, man- 
agement, finance, accounting, economics, sociology, political science, 
law, psychology, medicine, engineering, mathematics, and science 
as they impinge upon the insurance mechanism. 

2. The Journal should be a medium for reporting the conclu- 
sions of research in insurance conducted by beth institutional and 
company researchers. Articles of technical nature will be encour- 
aged in order that the Journal may assume a vital role in presenting 
advanced concepts related to insurance and allied fields. 

3. In order to increase the usefulness of the Journal to insur- 
ance executives, articles will be presented which explore advanced 
concepts of business organization and administration. 

4. Continuing efforts will be expended to increase the service 
role of the Journal to members of The American Association of 
University Teachers of Insurance. Such features as periodical re- 
views, research summaries, notes on special insurance programs, 
listings of association meetings and publications, and listing of new 
publications will be continued. New services, such as film reviews, 
are under consideration. 

5. In order that readers of the Journal may be informed of 
insurance problems and practices throughout the world and in order 
that advanced techniques developed in certain countries may be- 
come widely known, manuscripts presenting such information will 
be sought. 

6. Articles should be of sufficient depth that they do not eluci- 
date the obvious: that is, they should not contain simply the type 
of material found in textbooks. At the same time, a descriptive ap- 
proach is acceptable if it is of a new concept. When an author is 
exploring a given problem, he should include enough background 
material to provide a proper setting for his subject; however, any 
background information commonly known by informed insurance 
people should represent a small proportion of the total manuscript. 

Waueneas, the American Association of University Teachers of 
Insurance has during 1958 continued its record of remarkable 


growth; and 
Wueneas, this growth has been achieved through the efforts 


of many; 
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Insurance Association Activities 


THEREFORE, Be It REsOLven, that the members of the American 
Association of University Teachers of Insurance here assembled in 
this, the twenty-sixth annual meeting, unanimously extend its ap- 
preciation to all who have contributed to the growth of this associa- 
tion but in particular to the following individuals and organizations: 


1. 


10. 


ll. 


John S. Bickley, for his untiring efforts in the launching on 
a quarterly basis of The Journal of Insurance as an out- 
standing professional publication; 
The donor of the Elizur Wright Award for increasing sub- 
stantially the amount of this award which has stimulated 
the output of fine writing in the field of insurance through- 
out the years; 
The College Life Insurance Company of America for its 
substantial financial contribution, thus assisting very ma- 
terially in the publication of The Journal of Insurance; 
The New York Life Insurance Company for a grant of 
$2,500 made available to support the activities of this As- 
sociation during 1958; 
The National Association of Independent Insurers for con- 
tinuing its annual grant of $1,000 to this Association; 
Our hosts at the combined CLU-CPCU breakfast, Decem- 
ber 28, the American College of Life Underwriters and the 
American Institute for Property and Liability Underwriters, 
Inc.; 
The American Mutual Insurance Alliance for serving as 
host to the active members and their wives at the luncheon 
on Sunday, December 28; 
The following Chicago insurance companies for defraying 
the cost of dinner on Sunday, December 28, for members 
of the Association and their wives: 

The All-American Life and Casualty Company; 

The Continental Assurance Company; 

The Country Life Insurance Company; 

The Old Republic Life Insurance Company; 

The Prudential Insurance Company of America; 

The Washington National Insurance Company; 
Robert W. Osler for his outstanding work in publicizing 
the activities of this Association and synopsizing many ar- 
ticles which have appeared in The Journal of Insurance; 
The Local Arrangements Committee and, in particular, its 
chairman, Walter G. Dithmer, for organizing this meeting 
in such a way as to assist in making it an unusually suc- 
cessful one; 
The management of the LaSalle Hotel for its cooperation 
and for the excellent facilities made available during this 
meeting; 
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12. President William T. Beadles and the officers of this as- 
sociation for ably conducting the affairs of this Association 
during 1958; and 

Be Ir Furruer Reso.ven, that where appropriate, the Secretary 
be instructed to transmit a copy of the applicable resolutions indi- 
cating appreciation of this association. 

It was voted that the directive contained in the resolutions re- 
port be carried out by the secretary. 

There was some discussion regarding a name change for the 
Association, as well as the possibility of incorporating. No action 
was taken on these points. 

William T. Beadles expressed his pleasure in having the honor 
to serve as president of the organization. He introduced the new 
president, Dan M. McGill, who expressed the high ideals for which 
the organization stood and stressed his hope that the coming year 
would be an active and rewarding one for the Association. 

Adjourned 5:43 p.m. 

Respectfully submitted, 


KENNETH W. HERRICK, 
Secretary-Treasurer. 
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Minutes of the Meeting of the Executive Committee of the American Association 
of University Teachers of Insurance 


Chicago, Illinois, December 27, 1958 2 p.m. 


Those present were Beadles, Bickley, Center, Hedges, Herrick, 
McGill, Mehr, Stieglitz, Black, and Kellogg. 

The reading of the minutes of the June meeting of the execu- 
tive committee was dispensed with since they had been printed 
and distributed previously to all members. 

Plans for the forthcoming institutional membership drive were 
discussed. It was emphasized that institutional memberships con- 
stitute a necessary source of funds for the enlarged operations of 
the Association. It was agreed that the annual membership fee for 
institutional members should be $50. It was pointed out that prior 
to this time the Association had had no plan for obtaining industry 
support on a broad basis. 

The local arrangements chairman reported that all arrangements 
were complete. Income from exhibitors amounted to $75. A com- 
plimentary dinner for the entire membership is to be provided by 
the following insurance companies: All American, Continental, 
Country Life, Old Republic, Prudential, and Washington National 
Life. 

There was discussion of the desirability of making some type 
of group insurance available to the membership. The proposal 
brought a negative reaction, it being the feeling that as an organi- 
zation AAUTI should not give insurance business to a particular 
company, especially since the coverages discussed were readily 
available to individuals. 

Copies of the treasurer's report were distributed, a copy of 
which is attached. Highlights of the report were ‘that income 
totaled $17,971.93, expenses $11,676.37, with a net gain of $6,295.56. 
Gifts accounted for $8,833.83 of the total income. It was voted 
that surplus funds of the Association be placed in New York savings 
banks in an amount not to exceed $10,000 in any one bank. It was 
stated that safety and liquidity were more important to the As- 
sociation than the slightly higher interest rate that could be ob- 
tained by depositing funds in other types of savings institutions. 

A motion to pay the expenses incurred by the editor of the 
Journal in connection with publishing the Journal during the year 
1958 was passed. Until the present time, the Association had not 
had a budget for the Journal or for its other operations. 
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The cash budget for 1959 was discussed at length and several 
changes were made in it. As finally adopted, it included a con- 
servatively-estimated gross income of $15,200. This was less than 
the previous year due to an anticipated decrease in the subsidy 
for the Journal provided by The College Life Insurance Company. 
Expenditures were estimated at $15,756, resulting in an estimated 
deficit of $556. It was emplasized that with a planned budget, 
henceforth no bills will be paid that are not provided for in the 
budget or approved by the executive committee. 


The budget included $906 for the editor’s operations, exclud- 
ing the cost of printing the Journal. Printing is the largest expense 
item and it was decided to ascertain whether or not our present 
printing costs are in line. 

The possibility of an executive secretary for the Association was 
discussed and the consensus was that the Association is still much 
too small for this. Consequently no action was taken. 


The editor stated that the fourth issue of the 1958 Journal should 
be out in January, 1959. He reported on the Journal Advisory 
Board meeting in Philadelphia, stating that several good ideas had 
come from the meeting. The editor expressed his appreciation 
for the capable work William M. Howard has done on the Journal 
as Book Review Editor, pointing out that Dr. Howard had found it 
necessary to resign from this position. In discussing the procedure 
for replacing editorial staff, it was stressed that the editor has com- 
plete responsibility in selecting those who are to assist him. The 
editor emphasized the fact that we should encourage student mem- 
bership at the bargain rate of $3, stating that articles by students 
would also be considered for publication in the Journal. 


The Chairman of the Committee on Teaching Aids reported 
on a meeting with representatives of the Million Dollar Round 
Table. After considerable discussion it was agreed to report to 
the representatives of the Million Dollar Round Table that the 
Association would welcome an outright grant of $5,000 for the 
coming year for the purpose of financing the development of insur- 
ance cases, provided such a grant does not involve solicitation of 
funds from insurance companies by the MDRT. 


There was discussion of the desirability of forming a committee 
to work with the Bureau of the Census in establishing more mean- 
ingful job classifications for the insurance industry. After con- 
siderable discussion it was moved and passed that the president 
appoint such a committee and that the committee be allotted $500 
to explore the possibility of launching this project with other inter- 
ested groups. Any unspent funds are to be returned to the AAUTI. 
The desirability of initiating a program to work for the stand- 


ardization of insurance terminology was discussed. An article in 
the Journal on this project by Davis W. Gregg states the objectives 
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and operating plan for this project. It was decided that $2,000 be 
allocated for this program. Dr. Gregg was commended for his 
imaginative efforts in generating support for the project. 

In order not to conflict with the drive for institutional members 
it was voted not to raise the advertising rates for the Journal. The 
desirability of putting out a promotional piece on the Journal to 
be sent to people in the insurance industry was discussed. A sum 
of $500 was voted to finance this brochure. 


It was voted to appoint a chairman of public relations. The 
Association is engaged in so many activities that formal designa- 
tion of someone to handle the job of public relations is necessary. 

On the basis of the report of the chairman of the Research Com- 
mittee, the following awards for 1959 were announced: John 
Fonseca, $400, “Impact of Insurance Company Automation on In- 
surance Education at the College Level;” Ted Bakerman, $500, 
“Nature, Costs, and Use of Unpublished OASI Data for Determin- 
ing Mobility Patterns of the Insurance Industry;” Stanley Kossen, 
$100, “Utilization of Credit Insurance by Lending Institutions in 
Western Washington.” It was agreed that the Research Committee 
would be allotted at least $1,000 for research projects in the year 
1959. 

The present editor of the Journal excused himself while appoint- 
ment of the editor for 1959 was discussed. John Bickley was reap- 
pointed editor of the Journal. 

The president was instructed to appoint a committee to report 
to the mid-year executive committee on the desirability and feasi- 
bility of such an organization being sponsored by the AAUTI. 

The desirability of forming an international insurance society 
was discussed. It was pointed out that considerable spade work in 
this direction had already been undertaken by the American Col- 
lege of Life Underwriters. The executive committee was very much 
in favor of exploring the possibility of such a society and the presi- 
dent was instructed to appoint a committee to implement the 
program. 

It was pointed out that the present name of the organization is 
somewhat of a misnomer and in any event was much too long. The 
president was instructed to appoint a committee to make recom- 
mendations with regard to the possibility of changing the name 
of the Association. The same committee is to study the desirability 
of incorporating the Association. 

It was reported that the stipend for a six-week AAUTI summer 
fellowship will be $800, the same as that for the fellowships spon- 
sored by the Foundation for Economic Education. 


It was announced that the New York Life Insurance Company 
was making $2,500 available to the Association again this year. 
Adjourned 11:45 p.m. KennetH W. Herrick 
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Treasurer's Report 
December 15, 1958 | 
Balance, Cash on Hand December 20, 1957... .. $ 9,723.62 
INCOME: 
Membership Dues $ 5,636.00 
Journals and Reprints (B)................. 1,024.18 
Gifts: 
Annual Meeting Dinner................. 150.00 
8,833.83 
Institutional Membership.................. 50.00 
Exhibit space (1958 convention)............ 50.00 
Convention rebate—1957.................. 208 .53 
39.25 
Interest on savings accounts............... 293.99 
Total Income............. $17,971.93 | 
EXPENSES: 
Stationery and Supplies................... 718.20 
Clerical and Secretarial.................... 713.11 
Telephone and Telegraph.................. 182.85 
Convention 28.19 
1957 1958 
Balance, checking account................... $ 1,350.43 $ 852.00 (F) 
Balance, savings accounts.................... 8,373.19 15,167.18 
TOTAL CASH ON HAND................. $ 9,723.62 $16,019.18 


(A) This total includes $168.50 of prepaid 1959 dues. 

(B) Largest amount in this total comes from non-member subscribers (libraries). 

(C) This includes five issues of the Journal—Vol. XXIV, No. 2 through Vol. XXV, No. 2. 

(D) Expenses of the mid-year meeting of the Executive and Program Committees account for $702.22 of this total. 
(E) b p drives, Ji postage prepaid for 1959. 

(F) During year $6,500 transferred from checking to savings accounts. 
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THE 

LIFE 
INSURANCE 


By Solomon S. Huebner. The many changes which have 
been made in standard life policies since the publication 
of the last edition (1944) have necessitated a new, up-dated 
THIRD _ edition of this well-known and widely-used text. In addi- 
EDITION _ tion to treating accident and health insurance as life insur- 
1959 ance, some change in emphasis, and expanded discussions 
of certain topics, such as life conservation activities, this 
edition introduces a new chapter entitled “The Human Life 
Value and Its Proper Protection.” 


To be published in July 
APPLETON-CENTURY-CROFTS, INC. 
85 West 32nd Street, New York 1, New York 


May be obtained ON APPROVAL! 


teat 
282222. Revised At Least Twice A Year 
* Always Up To Date 


Genera Insurance Guive 


HANDY REFERENCE GUIDE 
FOR NEW YORK, NEW JERSEY, AND CPCU EXAMS 


MR. WERBEL received the 1951 AWARD 
given by the Brooklyn Insurance Brokers 
Association for outstanding service ren- 
dered in the field of insurance education. 


Werbel 


PUBLISHING COMPANY, INC 


COST 221 Hempstead Tpke., 
W. Hempstead L.I., N.Y. 
Each Revision $5.75 Wanhee 1-8484 
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The McGraw-Hill Insurance Series 


Professor Charles C. Center 


UNIVERSITY OF WISCONSIN Editor 
Professor Richard M. Heines 
UNIVERSITY OF WISCONSIN Consulting Editor 


Currently Published Books in the Series: 
Crist—Corporate Suretyship, Second Edition, 441 pages, $6.00 
Hamilton and Bronson—Pensions. 410 pages, $8.00 
Maclean—Life Insurance. 675 pages, $6.75. 
Michelbacher—Multiple-line Insurance. 643 pages, $8.75 
Mowbray and Blanchard—Insurance: Its Theory and Practice in the United 

States. Fourth Edition. 580 pages, $6.90 
Patterson—Essentials of Insurance Law. Second Edition. 558 pages, $7.75 
Reed—Adjustment of Property Losses. Second Edition. 667 pages, $9.75 
Winter—Marine Insurance. Third Edition. 531 pages, $8.50 
Send for Copies on Approval 


McGraw-Hill Book Company, Inc. 


330 west st. NEW 36, N. Y. 
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You may need an interpreter to translate our headline, but your students 


won't need one to i 
ANCE. 1956, 747 pages, $6.90 


University of Southern California 

John Hancock Mutual Life 
Insurance Company ( Boston ) 

Connecticut Mutual Life Insurance 
Company (Hartford ) 

Stetson University 

Fenn College 

Drake University 

Central American Life 
Insurance Company (Lubbock, 
Texas ) 


Mehr and Osler’s MODERN LIFE INSUR- 


University of Oregon 
New England Mutual Life 
Insurance Company ( Boston) 
University of Alabama 
University of North Carolina 
University of Bridgeport 
University of Michigan - 
University of Oklahoma 
Southern Methodist University 
Union Central Life Insurance 
Company (Cincinnati ) 


St. Mary's University Sam Houston State Teachers 
University of Louisville College 
Wilkes College San Jose State College 
Prudential Insurance University of Tennessee 
ny of America (Newark, _ Florida State University 
Mississippi State University 
University of California (Berkeley ) Bradley University 
San Francisco State College Ball State Teachers College 
University of Miami New York University 
Illinois Wesleyan University Texas Southern University 
James Millikin University Syracuse University 
Texas Christian University University of Pittsburgh 
University of Virginia University of Missouri 
West Virginia State College University of Wisconsin 
University of Pennsylvania The City College, New York 
University of Colorado Michigan State University 
Marquette University University of Washington 
University of Buffalo University of Mississippi 
University of Kansas City University of Florida 
University of Arizona 
The Macmillan 


60 FIFTH AVENUE, NEW YORK 11, N. Y. 
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New York Life 


PRESENTS 


Visual Aids for 
College Classes 


3 motion pictures produced especially 
for use by insurance teachers. 


TAILOR-MADE DOLLARS 


A realistic narrative explaining the operation 
of a Planned Security Program 


Running time: 40 minutes—16 mm. sound flim 


STRICTLY BUSINESS 


classroom edition 
A personalized story describing business insurance 
and what it can mean to a partnership 


Running time: 40 minutes—16 mm. sound film 


FROM EVERY MOUNTAINSIDE 


an institutional flim—in Technicolor 
A comprehensive view of life insurance at work—for 
the individual, his family and the national economy. 


Running time: 30 minutes—16 mm. & 35 mm. sound film 


Mr. Robert P. Stieglitz, C.L.U. 
Assistant Vice President in charge of College Relations 
New York Life Insurance Company 
51 Madison Avenue, New York 10, N. Y. 
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Life Insurance Rates Reduced! 


TIAA continues to be the outstanding 
life insurance value for educators. 


FOR EXAMPLE: 

A premium of $11.40 a month buys $20,000 of 10-Year 
Term insurance for a man 33 years of age. The net premium, 
after annual dividends, averages only $7.16 monthly for 
this $20,000 policy, based upon TIAA’s 1958 dividend scale. 
Dividends, of course, are not guaranteed. 


Any staff member of a college, university or private school is 
eligible to apply for the many low-cost plans available. 


Ask for a supply of the new Life Insurance Guide for your staff. 


TEACHERS INSURANCE AND ANNUITY ASSOCIATION 
730 THIRD AVENUE . NEW YORK 17, N. Y. 
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GUIDE TO 
ACCIDENT & SICKNESS INSURANCE 


by R. W. Notes Co. 
(Co-author, “Modern Life rs 
Elizur Wright Award winner) 


(New cha organization; several rewritten chapters : a unique 


Supplementary text for 
course. Collateral reading for a or text 
covering basic principles, policy constructi 
rovisions, underwriting, rating, reserv 
y indexed. Questions problems after each chap- 
ter. Grader’s guide available. 

168 Pp. Hard bound: $3. Soft-bound: $2.50 
CONTENTS: Economic Importance; Policy Ingredients ; Classes; Nature of 
Benefits; Pol Uniform Provisions ; lication ; Underwrit- 
ing, Rating, Claim Procedures; Planning Needs; State, Social 
— Cyrene: Regulation ; History and Development ; Glossary of 


GUIDE TO LIFE INSURANCE 


3rd Edition 
by R. W. OSLER, The Rough Notes Co. 
and C, C. ROBINSON 


An up-to-the-minute authority in concise, rapid 

le. gs for su assignment and col- 

al reading. U: a range of material in one book. 
ectl . Questions 
after each chapter. Grader’s e available. 


207 pp. Cloth bound: $2.50 


Oost Factors; Policies and Uses; 


THE INSURANCE SALESMAN 
Monthly Life — A & S Journal 
R. W. OSLER, Editor 


Published by The Rough Notes Co. 
with most tie as many subscribes the 


in its field direct t of sub- 
business, acquaints with current prob- 

lems and trends. 


THE ROUGH NOTES COMPANY, INC. 


Insurance Publishers Since 1878 
1142 N. Meridian Street Indianapolis 6, Indiana 
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Supplementary text for “Principles” course. Condensed 

_ <a reference for “Life” or advanced life courses. Collateral 

t 

“= Annual subscription rate: $3. | 


Just published! A new introduction to... 


INSURANCE 


—Principles and Practices 


FRANK J. ANGELL, New York University 


This well-organized textbook combines a balanced treatment of the prin- 
ciples of insurance with an explanation of the operations of insurers and 
an analysis of various types of policies. The general subjects of risk and 
the insurance method of meeting risks, the fundamental legal principles, 
and the contract provisions and company practices common to all insurance 
are carefully developed so that the study of specific coverages falls into 
proper perspective. 
Line-by-line Contract Analyses 

The basic insurance contracts, such as the Standard Fire Policy, are given 
a line-by-line analysis to enable the student to understand all important 
aspects of the main coverages, and to evaluate the variations among these 
coverages. The basic principles are constantly re-emphasized in terms of 
the practical problems which may arise within any particular situation. 
This astute combination of principles and specific detail is excellent _ 
paration and review for certification examinations. Summaries and q 
— follow each chapter. Instructor’s Manual available. 42 ills., tales 

PP. 7.50 


Leading textbook in the field .. . 


CASUALTY INSURANCE 


—An Analysis of Hazards, Policies, Insurers, and Rates 

C. A. KULP, University of Pennsylvania 
Treating every important phase of casualty insurance, this popular text- 
book incorporates recent data, describes actual practice, discusses funda- 
mental principles, and objectively states the pros and cons of many casualty 
insurance problems. Explains rate making, insurance carriers, policy 


clauses, health insurance, etc. “. . . well organized, well written, readable, 
2, to date, and understandable.” —THE JOURNAL OF FINANCE. Third 
ition. 28 tables; 635 pp. $8.00 


"A distinct contribution . . .""—The Journal of Insurance 


ECONOMIC AND SOCIAL SECURITY 


—Public and Private Measures Against Economic Insecurity 
JOHN G. TURNBULL, University of Minnesota; 
C. ARTHUR WILLIAMS, JR., University of Minnesota; 
EARL F. CHEIT, University of California, Berkeley 
This outstanding textbook analyzes and evaluates the private and social 
insurances and assistances involved in old age, death, occupational and 
non-occupational illness, unemployment, and substandard working con- 
ditions. Offers practical suggestions for the improvement of security pro- 
grams. 75 ills., tables; 539 pp. $6.75 


THE [RJONALD Press COMPANY 
15 East 26th Street, New York 10, New York 
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announcing 


A NEW BASIC LIFE INSURANCE TEXT 


LIFE INSURANCE 


by 
DAN M. McGILL 


Professor of Insurance, The Wharton School of Finance and Commerce, 
University of Pennsylvania 


and 
Executive Director; The S. S$. Huebner Foundation for Insurance Education 


This new volume in the Irwin Series in Insurance is characterized by its 
clarity of exposition, comprekensiveness, authoritativeness, and uniform 
quality of treatment. The latest materials and developments in the field 
of life insurance are incorporated, and all topics are treated in substantially 
the:same depth. Emphasis is on life insurance as an econcmic service or 
product rather than as an economic institution. 


All phases of life insurance are covered in McGill's Life Insurance. It is « 
self-sufficient text that does not need to be supplemented by any other book 
to cover such topics as insurance law, the beneficiary, settlement options, 
and programming. 

The author's wide background of experience as a teacher of insurance as 
well as author of numerous well-known articles, pamphlets, and books on 
the subject, is reflected throughout the text. In addition. every chapter has 
been read and checked by one or more experts in that particular area. 


WRITE FOR EXAMINATION COPIES 


RICHARD D. IRWIN, INC. 


HOMEWOOD, ILLINO!S 
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comprehensive description of the 
inland marine and transportation insurance coverages.” 
—The Weekly Underwriter (June 1958) 


The Edition of 
William H. Redda’s award winning” 


Inland Marine and 
Transportation Insurance 


With this text, students gain full insight into ons of 
the fastest growing fields in the insurance business. 
They cover every ‘acct of inland marine insurance— 
including the kinds of protection available for both 
the common and the unusual insurance risks of “prop- 
erty in motion.” 

In terms easily understandable these unfamiliar 
with insurance terminology, Mr, Rodda explains the 
numerous types of property which can be insured 
under inland marin« policies. These policies are then 
related to other types, such as fire, casualty, and 
ocean marine insurance. 

Among its other ou'standing features, this book: 

* Stresses the theor, of insuring property in transit 


* Contains expande materials on coverage for 
merchants and dealers 

thorough!y all the basie principles of rating 
and coverage 

® Includes all the ‘portant policies, forms, agree- 
ments, and docum-+nts that form the background of 
marine inland insurance 

* The first edition won the Eliaur Wright Insurance 
Literature Award 

504 pp. Published in 1988 Text price $6.50 


To receive an appro. copy promptly, write: Box 903 


Pe Inc. 


Engicood Cliffe, New Jersey 
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